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SVHRISTMAS TIME draws ER iets 


Christmas time with its fragrant incense ofj;,p 4% 2 ry 

~| good-fellowship, good-will, and good-cheer. = 
Halted—at least for afugitivemoment—will . ity @ (CLZ iS 
be achievements, purposes, and thoughts ©"°'° © ex 


3 that are ignoble or selfish. The universal 
Beart will be unlocked, and once more the spirit of disin- 
terested self-giving will be abroad in the land, illumining 
all things human and making them in part Divine. 


At this mellow time—Christmas time—through The 
Pace Student, your magazine, we give you the hearty 
handclasp of the fullest friendship. We sympathize with 
you in the disappointments and disillusionments that may 
have come to you during the past twelve-month, and in 
the worthy purposes that may have been cheated of im- 
mediate fulfilment, even as we, on our own behalf, crave 
your sympathy for similar whims of fate. We congrat- 
ulate you, however, upon the success that you have won 
because you have deserved it, upon the lofty hopes that 
you have realized, and upon the earnests of future ac- 
complishment that you have evidenced by intelligent 
self-appraisement, self-command, and self-guidance. 


And we bespeak for you in the days that lie ahead a 
keener sense of values, a deeper understanding of the things 
that count, a higher resolution, and a more sweeping vision 
than have been yours heretofore; and may all this self- 
development,which will fructify in the kind of success that 
brings happiness, find its beginning in the spirit of good- 
will toward all rae spirit of Christmas time. 
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Written for The Pace Student in 
December, 1916, by the late Horatio N. Drury 
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Accounting Procedures in Modern Hotels 


The guest’s knowledge of the administrative or- 
ganization of a modern hotel usually ends at the 
hotel desk. However, within the four walls of a 
modern hostelry may be found an accounting or- 
ganization as large as that of many an organiza. 
tion that markets a commodity rather than a 


service. Joseph Olsson, in his graduation thesis, 


has presented aconcise and interesting account of 
the accounting procedure necessary to record the 


financial results of the operations of the modern 


—THE EDITOR. 


hotel. 


keeps two sets of records—one at the front 
office, where the .patrons of the hotel 
register; the other in the Auditor’s office for con- 
trol purposes. The law specifically states (General 
Business Law, Section 204) that a hotel must keep 
a permanent record of all arrivals and departures 
at the front office, showing the name, residence, 
date of arrival, and date of departure of all guests; 
hence the necessity for the first of the two sets of 
records. The need for the second set is obvious. 
This article will best serve its purpose—to give 
a general idea of accounting work in a large hotel— 
if the record of each financial transaction in the 
front office records and in the general books of 
account is illustrated in the order of the happening. 


geen other business enterprises, a hotel 


Initial Record 


A patron or guest (the latter term will be used 
throughout this article), upon arriving at the hotel, 
writes his name and residence in a record kept at 
the desk in the front office, known as a “hotel 
register,’’ and the room clerk inserts opposite the 
guest’s name the number of the room which is 
assigned to him. A transcription of certain details 
is then made by the room clerk on a “room rack 
card.” 


Room |Name of| Address | No. of Date of | Date of 
Number} Guest | of Guest Se Rate | Arrival oe 
° 


es Le A ee ee eee ee 
Form I—Room Rack Card 
This card is filed numerically by room number, 
and is removed from the rack upon the guest’s 
departure. ; 


| 
Graduation Thesis Submitted by Joseph Olsson, | 
Pace Institute, New York | 


A prospective guest may make a telephone or 
written request to have a room reserved for him 
for a certain date. For the purpose of keeping 
track of these reservations, the room clerk is pro- 
vided with a small diary, in which he enters under 
the proper date the name of the prospective guest 
and the price of the room which the latter desires. 
A few days in advance of the date of the reserva- 
tion, the room rack clerk selects a suitable room and 
places a card of a distinctive color (red, blue, 
green, etc.) in the rack for the room which will be 
available when the new guest arrives. This 
special card, indicating a room reservation, is 
replaced by a white card when the guest arrives 
and registers. 

The numbers of occupied rooms are checked off 
daily in a record called a ‘‘room count book.” 
(Form 2). This record is used chiefly for the 
purpose of keeping track of occupied and unoc- 
cupied rooms, and is consulted from time to time 
as arriving guests ask for rooms. It also serves a 
useful purpose in representing the total day’s 
earnings from rooms. A separate page or sheet is 
used for each day. Each sheet is ruled in such a 
manner that the total number of rooms in the 
hotel will be listed on one sheet. 


Date ae 19 
ef Rate F Rate 
Room | Adults| Chil- | Per Room | adults] Chil- | per 
Number dren Day Number dren Day 


Form 2—Room Count Book 
Guest Ledger 


The room charges are posted to accounts opened 
in a guest ledger (Form3). This record is kept 
at the front office in order that a guest may not 
be inconvenienced by delay when he wishes to pay 
his bill, for he may depart at any moment. 

The guest ledger is a subsidiary ledger, and 
corresponds to an accounts receivable ledger in a 
commercial organization. The bound form of 
ledger is not practicable for recording charges to 
various guests’ accounts, being too bulky; and 
therefore the majority of large hotels use either 
the loose-leaf system or the card system, the latter 
being preferable because of the ease with which it 
can be handled. The cards are filed either alpha- 
betically by the name of the guest, or numerically 
by room number. The former is the better of the 
two methods of filing, for two reasons—first, the 
probability of misplacing a card is. not so great; 
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and, second, if through accident a card is misplaced, 
there is always the possibility of locating it filed 
in its proper order but under a different letter of 


the alphabet; whereas under the numerical system 


it is practically useless to search for a misplaced 
card. 


Nameron Guest, “222 8 eek... 


Room Number 
mateiper Day. ....)...- 
Month ofr. sae es ee 


eee eee eee 


Date 1 2 3 4 5 6 7 


Balance 

Charges: —— = 
Room 
Restaurant 
Valet Service 

} Etc., Etc. 


Allowances 


: Form 3—Guest Ledger Card 


The form of guest ledger card shown provides 


“for the recording of charges of each account over a 


speriod of seven days or one week, a column being 
™ 


used for each day of the week. The various items 
chargeable to a guest’s account, which are listed at 
the extreme left of the card, are totaled daily; the 
credits, if any, are subtracted therefrom; and the 
balance is carried forward to the next day. This 
procedure is duplicated for each day of the week, 
at the end of which time, if the guest is still stopping 
at the hotel, a new card, extending over a similar 
new period, is prepared, and the old card is filed 
alphabetically in a binder for future reference in 
the event that it becomes necessary to make refer- 
ence thereto. 

Arrivals Sheet 


At the end of each day a transcript is taken from 
the hotel register of arrivals during the day. This 
transcript is known as the ‘‘arrivals sheet,’’ and is 
in practically the same form as the room rack card. 
A copy of the arrivals sheet is sent to the auditor’s 
office, where it is used as the basis of an entry in 
an earnings record, which is described in detail 
and illustrated under the heading ‘‘General Books.” 
It is not deemed desirable to give a description 
thereof at this time. 

If the hotel wishes to keep separate the charges 
to permanent guests and to transients, two control 
accounts are provided in the general books—one 
for ‘‘permanent guests,”’ the other for “‘transients”’ 
—and the guest ledger cards kept at the front office 
are segregated into two divisions, each division 
having its own controlling account. The hotel 
under consideration is assumed to have but one 
account in the general books controlling the ac- 
counts in the subsidiary guest ledger record. 


Income from Restaurant 


It is now in order to show how a hotel records 
the income received from the operation of its 
restaurant. 
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There are two plans under which the majority 
of hotels are run—the American plan and the 
European plan. Under the American plan the 
charge per day includes room and meals. It is 
evident that a hotel must have some means of 
determining that meals are being served to guests 
of the hotel only, and this is accomplished by what 
is known as the ‘American plan check system.”’ 
Under this system a guest writes out his own order 
for each meal, and the signature is compared with 
the signature in the front office records. This 
system not only controls the serving of meals to 
the proper persons, but gives information as to 
the most popular dishes, and the management is 
thus able to regulate the amount of supplies to be 
carried on hand. | 

Under the European plan a guest pays separately 
for his room and for his meals. Each waiter 
receives a pad of checks, consecutively numbered, 
from the restaurant cashier, who enters in a record 
known as a “waiters’ check register’”’ the name of 
the waiter and the numbers of the checks given 
to him. When a guest pays the waiter the amount 
of the check, the waiter turns over to the cashier 
the check and money received, whereupon the 
cashier checks off the number in the waiter’s 
check register, showing that the waiter has prop- 
erly accounted for the check. If the guest desires, 
he may sign his order and have it charged to his 
account, but this must be done only upon authority 
received from the head waiter. The signed orders 
are given to the cashier, who ticks off the number 
from the waiter’s check register. The checks are 
then sent to the front office for entry in the guest 
ledger. 

At the end of each day the restaurant cashier 
prepares a report of the dining-room receipts and 
transmits it with the cash to the auditor’s office. 


Dining Room Receipts 


Distribution 


Check Number | Name (if charge)| Cash |Charges 


Food |Cigars | Misc. 


Form 4—Restaurant Cashier’s Report 


This report forms the basis of an entry in the 
earnings record. 


Miscellaneous Income 


Two of the most important forms of hotel income 
have been described in detail. In addition, there 
are other sources, such as laundry, telephone, 
cigars, etc., from which income is received. These 
latter forms of income will be touched on briefly. 

Laundry—Laundry lists are kept in each guest 
room in the hotel. When a guest wishes to have 
his laundry done, he fills out one of these lists, 
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attaches it to the package, and hands the package 
to a bell boy, who in turn delivers it to the laundry. 
When the articles are laundered, the package, with 
the original slip thereon, is sent to the guest’s 
room, and a charge slip is forwarded to the front 
office for entry in the guest ledger. At the end 
of the day the front office transmits all laundry 
charge slips and the cash to the auditor’s office, 
where an entry is made in the earnings record: 
Telephone—Care must be taken to see that 
guests are charged with telephone calls that are 
properly chargeable to them. To that end a 
record, which may be called a ‘‘record of telephone 


calls,’ is kept at the switchboard. (Form 5). 
Db | Dees oe gh SO Number,...-25 oe 
Operator. 3: b.- eee 
Time Time | Amount |Amount Charged 
Number| Con- Dis- Col- Room | Remarks 
Called | nected | con- lected No. 
nected Guest | House 


Form 5—Record of Telephone Calls 


Charge slips are made out for each call chargeable 
toa guest. They are sent to the front office, where 
the charge is posted to the guest’s account in the 
guest ledger. If the guest pays cash to the 
telephone operator for his call, the amount thereof 
is entered in the amount collected column. At 
the end of the day these telephone call sheets and 
the cash are forwarded by the telephone operator 
to the auditor’s office, where an entry is made in 
the earnings record. 

Cigars—A guest may pay for cigars purchased 
by him at the cigar stand, or he may have the bill 
charged to his account. In the latter case, the 
clerk at the cigar stand sends a charge ticket for 
the cigars purchased to the front office, where an 
entry is made in the guest ledger. At the end of 
the day the cigar stand clerk prepares a report and 
transmits it and the cash to the auditor’s office. 
(Form 6). 


Dates sik sea eee 
On Hand Sales Guest’s On Hand 
At Be- | Re- SER 32 og OL ODN Sing Si horen an End 
Brand | ginning | Ceived| Total (If old | of Day 
Of Day Cash | Charge} Charge) 


Form 6—Cigar Stand Report 


From this report an entry is made in the earnings 
record. 
Miscellaneous—Other sources of income include 
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valet service, barber shop, manicure parlor, etc., 
which do not require detailed comment, for the 
recording of such income does not differ materially 
from the forms of income previously described. 


Leasing of Privileges 


In the event that, these privileges are leased to 
concessionaires, the latter generally enter into an 
agreement with the hotel whereby guests are 
permitted to purchase goods on credit and have 
the bill charged to them on the hotel books. The 
hotel reimburses the concessionaire for all such 
purchases, provided the latter makes reasonably 
sure that the purchaser is a guest at the hotel. 
In all other cases the hotel takes responsibility 
and stands the loss if the guest fails to pay for the 
articles purchased. 

The accounting work is considerably reduced 
when privileges are leased, because of the fact that 
but one classification, namely, “rent income,” 
appears in the earnings record instead of a number 
of classifications. 


Front Office Cash Records 


Before passing on to a detailed explanation of 
the expenditures incurred by a hotel, it may be 
well to give a brief description of the cash records 
kept at the front office. 

There is kept by the cashier a “cash receipts 
register’? in which is entered all cash received from 
guests in payment of their accounts. Credit is 
made to the guest ledger accounts from this record. 
The cashier transmits the receipts to the auditor’s 
office at the end of the day, from which office the 
bank deposit is made. A report accompanies the 
receipts, and is used as the basis for an entry in the 
general cash record. | 

For the purpose of recording cash disbursements 
a “‘Petty cash disbursements record”’ is kept, con- 
taining a number of debit classifications, such as 
house supplies, repairs, stationery, printing, etc. 
This record is operated on the Imprest basis. At 
the beginning of each week the cashier receives 
from the auditor’s office a fund of $1,000 (more or 
less according to the custom of the hotel). All 
petty cash disbursements are supported by 
vouchers. Upon transmission of these vouchers 
to the auditor’s office, the cashier receives a check 
for the total amount thereof, thus bringing the 
fund to its original amount. At the time of the 
replenishment of the Imprest fund appropriate 
entry is made in the general cash record. 


Purchases 

It is important that a hotel control its purchase 
expenditures, and to that end each purchase order 
is supported by a requisition signed by the head of 
the department for which the purchase is to be 
made. All purchases are made by a purchasing 
agent. 

Every large hotel has a receiving department, 
where the goods purchased are received, inspected, 
and checked, and after classification as ‘‘direct”’ or 
“stores,” are sent either to the department order- 
ing the goods or to the storeroom. 

(Continued on page 14), 
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An illuminating address by Walter E. Sachs, Esq., of the banking house of Goldman & 
Sachs, New York, delivered at the all-day and evening conference of the 
New York State Society of Certified Public Accountants, held at 
the Waldorf-Astoria Hotel, New York, on October 15th 


HE opportunity to say a few words to this 

representative group of accountants is one that 

I grasp with a considerable degree of eager- 
ness. It is a distinct pleasure to me to meet this 
gathering—it is like seeing old friends, for I have 
become familiar, after many _years of statement 
reading, with the signatures of many of the firms 
with which you are affiliated. 

Representing, as I do, a house which has been 
judging credits for over half a century, and which, 
during that period, has been considered in the fore- 
front of any movement to improve: conditions 
under which credit is granted, I know you will bear 
with me if I touch briefly on one point on which, 
in my opinion, there is still room for very great 
improvement. I refer to the manner of verifica- 
tion of and certification to the correctness of 
inventories. 

The general topic adopted for discussion at your 
conference today is I understand that of ‘‘Commer- 
cial Frauds.”’ I can think of no item in the balance 
sheet of a merchant or a manufacturer that lends 
itself more readily to misrepresentation than the 
item of inventory, and none where such misrepre- 
sentation might more easily escape detection. 
The verification of liabilities and the analysis of 
accounts and notes receivable are simple matters 
for the accountant, in comparison to a verification 
of the quantities and a determination of proper 
values of merchandise, raw material, and goods in 
process. 

There would appear to be no more intricate 
question than the determination of varying 
methods of valuation in different types of goods. 
A universal rule of ‘‘cost or market, whichever is 
lower’? can hardly be adopted. There are oc- 
casions, in great inflationary periods for instance, 
when even such a standard is hazardous—when 
special inventory reserves should be set up against 
the day of rapid deflation. The accountant must 
therefore display, it appears to me, in regard to 
inventory certification, better judgment than in any 
other department of the audit. He must become 
something of a merchant as well as an economist in 
considering inventory valuations. 

This difficulty regarding the inventory item has 
been recognized by bankers and accountants for 
years past. Nevertheless, little progress, it appears 
to me, has been made in a standardization of certifi- 
cates as they refer specifically to inventory. I 
think it would be quite possible to select at random 
fifty balance sheets bearing the certificates of 
different accounting firms and find fifty totally 
divergent methods of phraseology in regard to the 
inventory items. 


In this discussion I need hardly stress striking 
cases of misrepresentation of inventory, such as the 
inclusion, in the item of accounts receivable, of 
amounts owing a parent company by subsidiaries, 
which are really to be included as part of inventory. 
An outstanding case of this type was reflected in 
the audit of a large manufacturing concern that 
markets its goods through its own chain of agencies 
and retail stores. These agencies and stores are 
owned by subsidiary companies, the capital stock 
of which is owned, in turn, by the parent company. 
The statement of the parent company for years 
included in its accounts receivable item several 
million dollars of accounts receivable owing by the 
subsidiaries, when in fact these accounts repre- 
sented, to the extent of at least 50 per cent., 
merchandise carried in the retail stores. Natur- 
ally, the statement presented an entirely incorrect 
picture of the company’s inventory and of the 
relation of the inventory to annual sales. And 
yet, it was only after some effort on the part of 
the banks giving credit to this company that the 
company’s officials, as well as its auditors, were 
persuaded to set up clearly the amount of ‘‘mer- 
chandise at company’s agencies and _ stores.” 
This was done in the parent company’s consoli- 
dated balance sheet—a procedure that disregarded 
the fiction set up by the subsidiary companies. 

. Nor need I mention so pure a fiction as that of a 
tanning concern which consigned hides to affiliated 
companies, taking advances from the latter against 
the process of tanning, and listing as the amount 
of inventory in its own statement the total of 
hides, less advances—that is to say, the net amount 
of inventory only. 

I need also hardly refer to such gross misrepre- 
sentation as the recording of fake sales just prior 
to the time of taking inventory and of making 
statements—that is to say, padding accounts 
receivable and depleting inventory, and reversing 
the process immediately after statement date 
through so-called “‘returns.”’ 

Such frauds and misrepresentations as those 
just indicated, and others of a similar nature, can 
usually be discovered, I believe, by an alert ac- 
countant, particularly after a working knowledge 
of a business has been acquired over a reasonable 
period of time. 

Hardly less objectionable in its tendency to 
misrepresent was the custom adopted in certain 
packing-house audits of stating the inventory item 
as ‘merchandise, including consignments, less 
drafts drawn thereagainst.’”’ In one case such 
consigned merchandise, had it been added to the 
total inventory figure as should have been done, 
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would have increased the inventory almost 80%— 
and would have increased liabilities to the extent 
of many millions of dollars. 

I do wish, however, to refer specifically to the 
verification of quantities and values, and to the 
phrasing of certificates as they relate to those two 
points. The banker wants nothing more than a 
clear-cut statement of fact, a plain, easily under- 
stood explanation of what the accountant has or has 
not done in connection with inventory verification. 

I recall a certificate which stated that the ac- 
countant had ‘“‘audited the books and accounts of 
ae a ee and we certify that the above balance 
sheet sets forth the true financial condition of the 
company at that date.’’ Apparently nothing 
could state more clearly the completion of a com- 
prehensive audit. Yet, as a matter of fact, the ac- 
countant had never checked up or made any tests 
whatsoever of the inventory. He had merely 
accepted figures as submitted by the president of 
the company. It developed later that this official, 
the company’s chief stockholder (it was a close 
corporation, with only three or four stockholders 
in all), had systematically padded the inventory 
figures over a period of three or four years, mean- 
while paying large dividends. And yet, two 
months before the crash came, the accountant 
had stated in his certificate that the balance sheet 
“set forth the true financial condition.’’ What 
could have been farther from the truth? The 
balance sheet failed as completely to reflect a true 
condition as if the accountant had omitted to set 
up adequate reserves against long overdue or un- 
collectible accounts receivable, or had neglected 
to list all notes payable. 

It appears to me that the form of blanket 
certification just referred to is the most dangerous 
type of all. Far better that the certificate contain 
a frank admission that inventory was not verified, 
but merely accepted as submitted by officials of 
the company. This is frequently done in a very 
clear and concise manner. Thus, I have seen 
certificates reading, ‘‘We have examined the books 
and records Gta eee _.for the year ended..... 
We hereby certify that, subject to the inventories, 
which we did not verify, the above balance sheet 
fairly sets forth the financial condition of the 
company’’—not a complete audit to be sure, but 
at least the credit-giver is definitely put on notice 
as to its incompleteness. 

It stands to reason that the ideal certificate is 
that in which the accountant clearly and definitely 
states that inventory sheets were checked in 
detail with stock records, that sufficient tests were 
made by the accountant in respect of values to 
satisfy him that inventory totals are correctly 
stated and values properly taken. 

The banker realizes the difficulty of persuading 
every business house to submit to the extra expense 
and additional time involved in an actual and 
complete verification of inventory. I do not mean 
to imply that such verification must be a sine qua 
non of every accountant’s audit. Bankers have 
extended credit in the past on faith, on a complete 
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reliance in the standing and integrity of the bor- 
rower. Bankers will no doubt continue to give 
credit in special cases in that way. We cannot 
expect as complete an array of facts from the very 
occasional borrower of large means as from the 
borrower who is using his credit to a fuller extent. 
The amount of detailed information required is a 
business question for the credit-giver to decide. 
I do believe, however, that the banker is entitled 
to a clear and unmistakable statement of what the 
accountant has or has not done. The certificate 
should state either that the inventory is taken as 
submitted by the company’s own officials and that 
the audit reflects a true condition subject only to 
that reservation, or that the auditors have them- 
selves made sufficient tests as to quantities and 
values to certify to the correctness of inventory 
figures. 

I think, therefore, there should be admitted to 
usage only two kinds of certificates—what might 
be called a gold-medal certificate, on the one hand, 
and, shall I say, a tin-medal certificate, on the other 
—only we must be informed that the latter is of tin. 

Right here, permit me to say that accounting 
firms should include in their organizations men 
experienced in judging various lines of merchandise. 
I do not see why such organizations should not 
have members with some experience in and 
knowledge of textiles, of food stuffs, of rubber 
goods, of iron and steel products, and soon. Such 
men would naturally keep in touch regularly with 
developments in the special trades related to such 
goods, and would thus bring to bear a special 
knowledge, invaluable in the completion of audits. 
I venture to say many of your firms are already so 
organized. I should like to see the day when no 
accounting firm would fail to include a number of 
such men. 

It is difficult to understand that so compara- 
tively little attention has been paid to inventory 
in the auditing of countless business concerns. 
When you consider that inventory is really the 
lifeblood of most businesses, this becomes all the 
more startling a fact. It is true that in some types 
of business, inventory is of secondary importance. 
I refer to such businesses as, for instance, dealers 
in crude rubber and importers and dealers in hides — 
and skins. In the audits of such concerns, ac- 
counts receivable are naturally of first importance 
—for comparatively little inventory is carried for 
own account. But these are exceptional cases. 
In most businesses, inventory turnover spells the 
difference between success and failure, between 
profits and losses. Frequently, with no dishonest 
intention whatsoever, business men delude them- 
selves as to the value of their stock of goods. It 
is far easier to determine the realizable value of 
cotton goods in the grey or of raw silk than it is to 
determine the realizable value of hairnets or of 
fancy buttons when the fair sex take a notion to 
change the prevailing styles. 

And yet, auditors have, in the main, paid less 
attention to inventory verification than to any 
other phase of an audit. 
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The statement has been made that a certificate 
must contain as few words as_ possible—that 
brevity is essential for obvious reasons. It is 
argued that reference can at all times be had to the 
fuller report that usually follows the comple- 
tion of an audit. It is stated that these fuller 
reports usually explain in detail the exact work 
that the accountant has performed. Accountants 
have told me that brief certificates are given at 
the special request of bankers and dealers in com- 
mercial paper themselves. I cannot agree with 
that point of view, and desire right here to register 
a protest as a dealer in commercial paper. Ob- 
viously, the fuller accountant’s report cannot be 
broadcast to the hundreds of banks that purchase 
commercial paper names. These banks are fur- 
nished with copies of the audited balance sheet, 
bearing the usual abbreviated accountant’s certifi- 
cate and his signature. I believe that these banks 
are entitled to a plain statement on the face of the 
balance sheet, setting forth the type of audit 
that has been made. It is customary to make a 
clear statement as to the status of accounts re- 
ceivable. Why should it not become also a cus- 
tom to make a clear statement as to what has 
been done in connection with inventory verifica- 
tion? 


This could be accomplished, it seems to me, in 
one of two ways. Either, under the heading of 
Inventory in the body of the statement, there 
could be inserted some such wording as “‘Inventory 
at cost or market, whichever was lower, quantities 
and values having been subjected to tests by our 
auditors, so as to satisfy them as to the correctness 
of same’”’ (I leave it to your ingenuity and to your 
command of language to greatly improve upon 
this wording); or, if it was considered desirable, 
some similar wording should always be included 
in the certification appearing at the foot of the 
balance sheet. 


I can state it as a fact that dealers in commercial 
paper are always required to supplement the audi- 
tor’s balance sheet with a statement as to inventory 
valuation. Banks buying commercial paper ask 
many questions, but none more frequently than 
that regarding the proper setting up of reserves 
against accounts receivable and that regarding the 
method of taking inventory. Why, therefore, 
should not the answers to these two universal 
questions be clearly anticipated on the face of the 
balance sheet? The one regarding accounts re- 
ceivable is—why not the other? And yet, it 
appears to me that in seven out of ten audits, the 
inventory question is totally ignored. 


It appears to me that this subject might well 
engage the particular attention of the properly 
appointed committees of your various accountants’ 
societies. That such bodies as the Robert Morris 
Associates, the American Bankers Association, and 
other banking organizations are ready to cooperate 
with you, there can be no doubt. Some nearer 
approach to standardization on this point seems to 
many bankers highly desirable. 
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In a protracted period of steadily rising prices, 
such as the world witnessed, with little interrup- 
tion, during the first twenty years of this century, 
inventory values did not loom up as so important 
a factor. Prices usually were higher at the end of 
any given year than at the end of the preceding 
year. 

But at the present time, when it is not at all 
unthinkable that we are only in the beginning of 
a period of declining price levels, or, in any case, 
in a period when sharp advances and declines of 
price levels may reasonably be expected, the ques- 
tion of inventory valuation looms big. It seems 
to me that audited statements will come to be 
considered as of little value in the future unless 
definite reliance can be placed on the certification 
as it relates to inventories. 

The standards set up by societies of accountants 
are so very high, and accounting has come to be 
regarded, not as an occupation, but as a great and 
influential profession, that a unified effort to 
eradicate this, may I say, last point of laxity in 
accounting practice, is no more than the business 
and the banking community has a right to expect. 
Such an effort will be considered, I believe, the 
most constructive forward step in good accounting 
of the last decade, and will help to place on a still 
higher plane the honored calling of which you are 
members. 


A Reader’s Query 


S a point of information will you please rule 
A which of the following sentences is gramma- 
tically correct: 

eee Company, which operates 
approximately 800 Ford cars, has standardized on 
Fordol, Oil Company product.”’ 

“The Company, who operates ap- 
proximately 800 Ford cars, etc.”’ 

The question involves the use of the relative pro- 
nouns ‘“‘who’’ and ‘‘which,’? and has been the 
cause of considerable discussion as to what is the 
correct usage in the above case. 


SeeweTeaial ce) ey ele! 14) te 


od ahtel ia) s)\6s) 6) eo «he 


Answer: 
Ordinarily the relative pronoun ‘‘which’’ is 
used to refer to inanimate objects. Used in the 


singular the word “‘company,” suggests an inanimate 
idea. Your first sentence is, therefore, the prefer- 
able form. 
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Notes on the Uniform Sales Act 


By Alfred F. Upson, LL.M. of the Law Faculty, Pace Institute, New York 


the United States of America are 

governed by statutes which have 
been adopted from time to time, and 
which, taken collectively, are known as 
the American Sales Act, or Uniform 
Sales Act. 

In this article, the first of a series, 
the purpose is to formulate and compile 
a set of rules that will enable a person to 
determine when the property or title in 
goods passes in our present-day com- 
mercial transactions. 

At the outset, a distinction must be 
made between a contract to sell goods 
in the future and a present sale. This 
distinction is necessary because upon it 
depends whether the title passes to the 
buyer or remains in the seller. If the 
title in the goods has passed, the agree- 
ment has become executed and is a 
sale; if the title has not passed, the 
agreement is executory and is a contract 
of sale. This is true regardless of the 
payment of the price. Unfortunately, 
the decisions do not always properly 
make this distinction, and much con- 
fusion has arisen because of the frequent 
use of the terms ‘“‘sale’’ and ‘‘contract 
of sale,” or ‘‘contract to sell,’’ inter- 
changeably. 

Contracts of sale are based upon 
mutual assent; and, therefore, the in- 
tention of the parties determines pri- 
marily the question when the title 
passes. This intention may manifest 
itself in the form of the words used or 
in some abbreviation or trade term, as 
F.O.B., C.I.F., or ‘fon sale or return.’’ 
This intention may also be implied 
from the existence or non-existence of 
the goods at the time the contract is 
made; or from other facts and circum- 
stances, including the conduct of the 
parties. 

The rules for ascertaining the inten- 
tion of the parties as to when the prop- 
erty or title in goods passes, in the ab- 
sence of an express agreement to the 
contrary, may be classified and enumer- 
ated as follows: 


Gite of goods in twenty-eight of 


Rule I—In an unconditioned con-. 


tract to sell goods in a deliverable 
state, the title passes from buyer to 
seller at the time the contract is 
made, whether or not there has been 
any payment or delivery. 


This rule applies when the goods are 
identified and there remains nothing to 
be done by the seller or buyer other 
than the delivery of the goods and the 
payment of the price. If the payment 
of the price is a condition this rule does 
not apply. 


Rule 2—In a contract to sell, 
where the seller is bound to do some- 
thing upon the goods to put them 
in a deliverable state, the title does 
not pass until such thing be done. 


Under this rule come those contracts 
of sale in which the goods are to be 
manufactured as per order. The de- 
liverable state is the state in which the 
thing to be sold must be, in order to be 
the very article contracted for by the 
buyer. Williston states in his work on 
Sales that it is not necessary that the 
work to be done by the seller shall be 
such as to change the character of the 
goods; that an obligation to pack or 
load the goods will make this rule appli- 
cable, if such was the seller’s under- 
taking. 


Rule 3—When goods are delivered 
to the buyer on approval or on trial 
or other similar terms, the title 
passes when the buyer has expressly 
or impliedly signified his approval. 

This approval may be by the actual 
approving words of the buyer, or by an 
act or acts adopting the goods as-his 
own. Again it may be evidenced by a 
retention of the goods without notice 
beyond the time agreed upon in the 
contract, or, if no time had been fixed, 
beyond a reasonable time. 


Rule 4—When goods are sold ‘‘on 
sale or return’’ or upon other 
terms giving the buyer an option to 
return the goods, the title passes to 
the buyer on delivery, but may be 
revested in the seller by the return 
or tender of the goods by the buyer 
within the agreed time, or, if no 
time is agreed upon, within a 
reasonable time. 


Rule 5—In a contract to sell un- 
ascertained goods or future goods by 
description, the title passes when 
Soods of that description in a de- 
liverable state are set apart or appro- 
priated to the contract, by or with 
the consent of either buyer or seller. 


In the case of Bundy vs. Meyer, 148 
Minnesota reports, the court said, in 
commenting upon this rule, ‘“....the 
title passes when goods of that descrip- 
tion and in a deliverable state are un- 
conditionally appropriated to the con- 
tract, by both parties, or by either 
party with the assent express or implied 
of the other. ‘There may be an appro- 
priation without either payment or 
delivery. The essential thing is that 
the goods must be ascertained and 
applied irrevocable to the contract. 
The fact that the buyer refuses to accept 
the goods does not negative an appro- 
priation if the goods in fact meet the 
requirements of the contract.”’ 


The question as to what constitutes 
the implied consent on part of the buyer 
necessary to pass the title was decided 
in the New York case of Boiko vs. 
Atlantic Woolen Mills (195 Appellate 
Division 207). Here the contract was 
to sell a bale of worsted clippings to be 


sorted from a mass of clippings. A 
majority of the court held that, “title 
would pass when the bale was made up, 
tagged, and put aside, in a deliverable 
state awaiting the call of defendant’s 
truckman. That would be an uncondi- 
tional appropriation of these goods to 
the contract with the implied consent of 
the buyer. The consent of the defend- 
ant may be implied from two circum- 
stances: (1) The defendant sent its 


truckman for the goods; he came at an, 
hour it was not possible to make delivery 


and refused to wait for five minutes. 
His refusal was not on the ground that 
the goods had not been selected or in- 
spected by the defendant, nor was there 
any claim on part of defendant on the 
trial that it had the right to inspect. 
(2) The defendant, by not claiming the 
right to make an inspection or to inspect 
the goods after the selection, vested the 
vendor with the implied authority to 
make the selection and thus vest the 
title in the vendee.”’ 


Rule 6—In a contract to sell, if the 
seller, in accordance with the agree- 
ment, delivers the goods to the 
buyer, or to a carrier or other bailee 
for the purpose of transmitting to 
or holding for the buyer, he is 
presumed to thus appropriate the 
8o0ods to the contract and thus pass 
the title. 

In commenting on this rule Mr. 
Williston states ‘“‘that when several 
things are to be done by the seller to the 
goods, it is to be assumed that the parties 
entered the appropriation to be deferred 
until the last of these acts has been done 

Where, as in the case of ship- 
ment by carrier, the last of the acts 
which the seller is to perform to put the 
goods out of his control, there is an 
added reason for selecting that time. 
Though the buyer may assent to an 
appropriation of the goods while still 
wholly in the seller’s control, even 
though the seller is bound by his con- 
tract to deliver them to a carrier, yet in 
the absence of a clear expression of that 
intention, it is a mere inference where 
by the terms of the bargain the goods 


are promptly to be put in the hands of — 


the carrier, that the property does not 
pass until that has been done.”’ 

The Sales Act redeclares what was a 
well settled rule. This rule should be 
taken in connection with rule 5; and 
read in connection with the next rule 
herein stated. 


Rule 7—If a contract to sell re- 


quires the seller to deliver to the . 


buyer, or at a particular place, or to 
pay the freight or cost of trans- 
portation to the buyer, the prop- 
erty does not pass until the goods 
have been delivered to the buyer, 
or reached the particular place. 
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Under this rule come contracts known 
as F.O.B. contracts. These letters 
represent the words ‘‘free on board.’’ 
In connection with transportation by 
water, the words indicate that the 
seller is bound to put the goods free from 
expense, such as charges for packing, 
storage, lighterage, or dock charges, on 
board a vessel for transportation to the 
buyer. The term has a similar signifi- 
cance where goods are to be transported 
by rail. In the absence of qualifying 
words, the F.O.B. sale means, free on 
board from point of shipment. 

This general rule is that in such con- 
tracts the title to the goods passes when 
the goods are delivered at the point 
where they are free on board. This 
rule of course may be altered or modified 
by other terms or by shipment under 
bills of lading. The latter phase will be 
discussed in a later article. 


Ohio Society 
ofmC. P.VWA.’S 


HE annual meeting of the Ohio 
Society of Certified Public Account- 
ants was held in Columbus, Ohio, on 
October 11. The following officers were 
elected: C. A. Gano, Cincinnati, Ohio, 
President; W. D. Wall, Columbus, Ohio, 
Vice-President; R. A. Hurst, Toledo, 
Ohio, Secretary and Treasurer. The fol- 
lowing will serve as directors for the en- 
suing year: the above named officers; 
E. A. Roden, Cincinnati; W. F. Vieh, 
Cleveland; W. E. Langdon, Columbus; 
and L. G. Battelle, Dayton. 
The next annual meeting will be held 
in Toledo during October, 1925. 


Exchange Adopts _ 
New Resolutions 


HE New York Stock Exchange 
has recently adopted two resolu- 
tions that will require an audit of 
all member firms at least once every six 
months or oftener for firms carrying 
margin accounts and at least once a 
year for firms doing no margin business. 

The audit request to firms doing a mar- 
gin business will be in the form of a 
questionnaire which will be sent out at 
six month intervals or oftener. The audit 
which is requested must show the assets 
and accounts of the firm, and the securi- 
ties which are held for safe-keeping; and 
when the questionnaire is returned to 
the exchange, a statement must accom- 
pany it to show that the required audit 
has been made. : 

The second resolution covers the 
requirement: of firms doing no margin 
business to report at least once a year, 
or at the discretion of the committee on 
business conduct, whether or not securi- 
ties are held for safe keeping. 

Any firm that holds securities in safe- 
keeping must file a yearly statement 
with the exchange to the effect that all 
securities held have been checked and 
found intact. 

By the passage of such resolutions 
the exchange hopes to remove the possi- 
bility of defalcations by providing a 
periodical check on securities held. 
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Ernest B. Cobb, 


A Graduate of the Extension Division, Pace Institute 


RNEST B. COBB, C.P.A., New 

York, is a member of the ac- 

countancy profession whose ac- 
counting assignments have often carried 
him into foreign lands. Mr. Cobb, who 
is a graduate of the extension division of 
Pace Institute, is the author of the 
interesting article, ““A Pace Graduate 
Visits the South Sea Islands,’’ which was 
published in previous issues of this 
magazine. The data from which Mr. 


ERNEST B. COBB 


Cobb prepared this, article we:e secured 
during an accounting assignment which 
took him to Papeete in the island of 
Tahiti in the South Seas. The article 
was a very interesting chronicle of Mr. 
Cobb’s experiences and of the life and 
customs of the people in that far-off 
Pacific isle. Mr. Cobb also furnished 
some very fine photographs to accom- 
pany the article. 

Mr. Cobb is a native of New York 
State. He was born at Groton, N. Y., 
on April 18, 1881. He received his 
early education in the town of his birth 
and completed his high-school education 
at Ithaca High School. Upon comple- 
tion of his high-school course Mr. Cobb 
entered Cornell University and was 
graduated from this institution in 1910 
with the degree, of Bachelor of Arts. 
During the summer vacation periods of 
his college years he was engaged in 
summer hotel management in the Cat- 
skills. After graduation from Cornell, 
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Mr. Cobb decided upon the profession 
of accountancy, and entered the: ac- 
counting department of the Standard 
Oil Company of New York. He con- 
tinued in his employment with this 
organization until 1917, serving during 
the entire time in the Capacity of 
auditor. It was during his connection 
with the Standard Oil Company that 
Mr. Cobb enrolled in the extension 
division of Pace Institute. He com- 
pleted the extension course in 1917 and 
was awarded the certificate of gradua- 
tion. 

Having completed his accountancy 
course Mr. Cobb realized that he must 
fulfil the professional requirements in 
order to attain the goal he had set—the 
C.P.A. certificate of New York. Ac- 
cordingly, upon leaving the Standard 
Oil Company he accepted a position on 
the staff of Perley Morse & Company, a 
well known accountancy firm of New 
York City. 

In 1920, Mr. Cobb left Perley Morse 
& Company to enter accountancy prac- 
tice on his own behalf. In 1922, he 
received his C.P.A. certificate and con- 
tinues in professional practice in the 
Hudson Terminal Building at 50 Church 
Street, New York City. 

In addition to the affairs of profes- 
sional practice, Mr. Cobb has been called 
upon to serve in various corporate 
capacities. He is director and secre- 
tary-treasurer of Jones-Smith, Inc., and 
of Verdure, Inc., director and secretary 
of George C. Jones, Inc.; and director 
and treasurer of Keewayden Camps, 
Ltd. He is a member of the New York 
State Society of Certified Public Ac- 
countants and is treasurer of the na- 
tional college fraternity of Alpha Chi 
Rho. 

Mr. Cobb’s life is interesting in that 
from his first business engagement 
after completing his academic work he 
has been directly identified with ac- 
counting work—from his very valuable 
experience in the accounting department 
of the Standard Oil Company to his 
present status as a full-fledged profes- 
sional accountant. His experiences 
reflect a well-planned vocational program 
with a definite aim in view at all times. 
Liberal academic education, professional 
study, broad but intensive experience— 
these things account for the success 
which has come to this young man. 
How could it be otherwise? 


W. J. CHRISTIAN, C.P.A. (Alabama), 
and associates announce the acquisition 
of the professional practice of Mr. C. 
Palmer Parker, who is retiring from 
practice in the state of Alabama. Mr. 
Christian was recently elected to a 
membership of the Council of the 
Alabama Society of Certified Public 
Accountants. 
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| Importing and Its Accounting Features 


The second installment of an article by Francis A.M. Giordon, 
a graduate of Pace Institute, New York, based ona 


Memorandum Records Peculiar 
to Import Business 


The work procedures in connection 
with the handling of the transactions of 
an import business have given rise to 
the use of several records which supple- 
ment the books of account. The most 
important of these, and the most inter- 
esting from the standpoint of the ac- 
countant, are the marine insurance 
register, the shipment record, and the 
cost sheet. 


Marine Insurance Register: Full 
marine insurance coverage is essential 
for the protection of the importer’s 
business. The means by which this 
coverage is secured is usually an open 
policy, under which certificates are 
issued to secure individual shipments 
as they are reported to the agents of the 
insurance company or underwriter. 

Whether a shipment is to be insured 
by the importer depends upon the terms 
of the sale. In some cases, the insur- 
ance is taken out by the shipper for the 
account of the importer and is charged 
for as a distinct item in invoices ren- 
dered. In other cases, the purchase 
price includes this item, as in the case 
of sales made ‘“C.I.F.,’”’ the point of 
destination, when cost, insurance, and 
freight are added to give the billing 
figure. In any event, details of all 
shipments are entered in the memoran- 
dum insurance register, upon arrival of 
the carrier vessel, from the documents 
which are received from the foreign 
exporter, and the facts with respect to 
the individual shipments are reported 
to the insurance company. The marine 
insurance register includes columns as 
follows: 


Open Policy No. B/L Date 


Our No. Merchandise Insured 
Insurer Valuation: 
Marks In Dollars 
Numbers Rate of Exchange 
Steamer In Foreign Currency 
Sailing: Insurance: 

From Rate 

To Amount 


The details necessary for insertion in 
the several columns are readily obtain- 
able from the shipping documents. The 
valuation of the shipment is shown in 
both United States and foreign currency. 
The amount of insurance premium 
payable is calculated and entered in the 
Insurance column; if coverage has been 
secured by the foreign exporter, the 
fact is noted in these columns in lieu of 
entering the amount of the premium. 

Policies and certificates usually con- 
tain a clause that, in the event of loss 
or damage, notice must be given to a 
certain agent of the underwriter; strict 
compliance with the terms of this clause 
is essential. The documents which 


(Continued from the November issue) 


must be produced in case of loss vary 
with the nature of the claim and the 
class of goods insured, but in every case 
the policy or certificate of insurance 
must be produced as evidence that the 
underwriter, upon whom or upon whose 
agent the claim is made, has insured 
the goods. In addition, it is usual to 
require the steamship bill of lading, as 


Name of Steamer: 
Routed Via:. 
Stops en Route: 

1. 
Ze 
3. 
4. 


s/s Agents. 


thesis submitted as a graduation requirement 


well as the commercial invoice in proof 
of the claimant’s insurable interest. If 
the bill of lading is presented, it must 
be endorsed by the individual or firm to 
whose order it was issued, and if the 
claimant is someone other than the as- 
sured named in the policy or certificate of 
insurance, the policy must be endorsed 
by the assured. 


Sailings: 

From: 

To (Ultimate Des.) 
Detail of Shipment: 


Shipper 

Date of Shipment 
Date of Arrival 
Port of Entry 


sss Vs 


Date of Goods Shipped 
Pur- ica os ee Remarks 
« | chase |Descriptionand Marks |Amount 
o 
QA 
P=) 
= 
e) 
Q. 
& 
= 
Shipping Instructions 
Date | Billing | Amount Customer’s 
| Billed | Folio | Billed | Description] Name Tate ot ; Car No ip 
8) Ship’t Carrier | Route & Destination 
& nitia 
a SSS eee 
I 
is} 
A, 
oO 
a 
rot 
& 
eal 
Storage Record Recapitulation 
Description Whee. ||Goods Arrived: 
Amount of Stored | From | To | Rate | Date | Amount} Receipt ——— 
oods At Paid | Paid No. Amount Sold 
Amount Stored 
Amount Lost 
Amount Abandoned 
Amount Short-Shipped 
Total 


Shipment Record (Form 1) 


1924 


Shipment Record: The progress of 
a shipment may be analyzed into a series 
When the goods 


of definite movements. 
are placed aboard a steamer by the 
exporter, the importer’s interest in the 
movement commences. 


sheet for the shipment, all the move- 
ments of the shipment from the time 
it leaves the foreign country until it 


reaches the port of destination can be 
controlled. This record sheet is routed 


through the various departments in- 


terested; it is used as an internal check 
upon other important records, and is 


finally filed away for reference purposes. 


The shipment record sheets are num- 
bered consecutively and are indexed ac- 
cording to the name of the steamer. 
The form of the record is shown in 


Name of Steamer 


Through the 
use of a single, suitably arranged record 
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Form 1; the reverse side of the sheet is 
shown in Form 2. 


When the exporter notifies the im- 
porter by cable of a shipment, the name 
of the steamer is immediately recorded 
on a shipment record sheet. The 
shipment record sheet is then sent to 
the traffic department where it is filed 
in an “enroute” binder. The traffic 
department records all necessary in- 
formation on the sheet as it becomes 
available, up to the time of the arrival 
of the shipment. 


The shipment having arrived, the 
record sheet is transferred to the 
“duty” binder and is sent to the custom 
house department, which handles the 
entry of the goods and pays charges 
for duties, if any, or arranges for storage. 
All details in connection with the 


Data for Ocean Freight: 
To Whom Paid 
Date Paid 


Tonnage: 


Tons 

Cwts. 

Qrs. 

Lbsiw = 
Total Tonnage 
Exchange Rate @ 
Amount Paid $ 


Wharfage: 
To Whom Paid 
Date Paid 
Amount Paid 


Marine Insurance: 


Refund Ocean Freight 
By Whom Paid 
Date Paid 


Tonnage: 


Tons 

Cwts. 

Ors. 

Lbs. 
Total Tonnage 
Exchange Rate @ 
Amount Paid $ 


Demurrage: 
To Whom Paid 
Date Paid 


eae oo a ee 
Amount Paid 


Miscellaneous Charges: 


Data for Duty: 
Date Paid 
Rate of Duty 


Tonnage 
Amount Paid 
Appraisement 
Additional Duty 
Refund Duty 
Custom House Entry No. 
Bonded Entry No. 
Remarks: 


Custom House Broker: 

Payments Made: 
Entry Charge 
Bond 
Stamp 
Additional 

Total Paid 

Date Paid 


Miscellaneous Data: 


Shipment Record—Reverse Side (Form 2) 
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handling of duties and entry or bonded 
warehousing are entered in the proper 
spaces on the shipment record. The 
entries by this department having been 
completed, the shipment record is trans- 
ferred to an ‘on dock” binder and 
returned to the traffic department. 
The ‘‘on dock”’ binder will then con- 
tain the shipment record sheets of 
goods on dock and passed by the cus- 
toms. The traffic department arranges 
for final disposition of the goods, either 
by storing the merchandise or by ar- 
ranging for shipment to the customer. 
If the goods are shipped to the customer 
directly from the pier, the customer’s 
name is’ entered on the shipment record 
sheet in the space provided; if the 
merchandise is stored, notations are 
made from the receiving sheet of the 
warehouse or from the warehouse receipt. 
The shipment record is then sent to 
the billing department, which issues 
proper invoices to the customers to 
whom the goods were shipped. Suitable 
entries are also made from the shipment 
record to the stock records. The ship- 
ment record is then sent to the ac- 
counting department, which records 
details of charges for ocean freight, 
demurrage, marine insurance, wharfage, 
and other incidental expenses in connec- 
tion with the shipment. All charges 
against any one shipment will eventually 
be recorded in the shipment record, so 
that it will serve as a check upon the 
costs as determined by the cost record. 


Cost Record: In order to collect 
facts with respect to the total cost of 
each shipment for managerial use, a 
form of cost record, as is shown in Form 
3, is used. Entries upon the cost sheet 
are posted from the distribution columns 
of the cash disbursement book and from 
other records by a cost clerk in’ charge 
of the cost records. As has been 
indicated, the cost record is a memoran- 
dum record only, and is not under 
bookkeeping control by the general 
accounting records. 


Letter of Credit Book: If letter-of- 
credit transactions are numerous, a 
memorandum record known as a letter- 
of-credit book may be used, providing 
columns as follows: 


Vessel 
From: 
Port 
Date 
Due 
Date Arrived 
Number of Packages 
Shipper 
Letter of Credit: 
Date Issued 
In Favor of 
Number 
Nature of Letter of Credit 
Amount (Foreign Currency) 
Date of Expiration 
Bank Notification: 
Date 
Letter of Credit Number 
Shipper 
Amount of Draft (Foreign Currency) 
Amount of Draft (Dollars) 
Settlement of Obligation: 
Date of Payment of Draft (in Foreign 
Country) 
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Date of Settlement 
Amount (Foreign Currency) 
Rate of Exchange 
Amount in Dollars 
Balance: 
Amount (Foreign Currency) 
Rate of Exchange 
Amount in Dollars 
A page in the letter-of-credit book is 


provided for each bank with whom _ 


letter-of-credit transactions are carried 
on. When arrangements have been 
made with the bank for the issuance of 
a letter of credit, details with respect 
to the letter of credit are entered in the 
several columns under the heading 
Letter of Credit; no financial entry is 
made in the general books at this time. 

The letter of credit or notification of 
its issuance is sent to the exporter 
abroad, who, when he makes ship- 
ment of the merchandise ordered, 
attaches the shipping documents to a 
draft which he draws under the letter 
of credit upon the importer’s bank in 
the United States. At the same time, 
he notifies the American importer by 
letter or cable of the fact of shipment, 
and the information which becomes 
available is entered in the first few 
columns at the left of the letter-of-credit 
book. 

The importer’s bank, in due course, 
receives the draft with the shipping 
documents attached, and notifies the 
importer of the amount of the draft 
and the date the importer will be ex- 
pected to reimburse the bank for credit 
extended by it. Proper information 
regarding this notification is entered in 
the columns under the heading Bank 
Notification. 

Eventually, the importer must settle 
his obligation to the bank. When such 
settlement is made, notation is entered 
in the letter-of-credit book. 

If the amount of the letter of credit 
originally issued was in excess of the 
amount of the draft drawn against it, 
a balance would be carried to the Balance 
column in the letter-of-credit book. If 
the balance was not drawn against up to 
the time of the expiration of the letter 
of credit, this balance would lapse, and 
notation of the fact would be entered 
in the Balance column. 


Accounting Records Peculiar 
to Import Business 


Records necessary for the operation of 
the ordinary commercial enterprise, 
such as the general journal and the cash 
receipts and disbursement records, are 
found in use in the handling of import 
transactions. A columnar journal is 
used for convenience in obtaining totals 
for summary entries to certain accounts. 
The cash disbursements book provides 
columns for analysis of the charges to 
show the various kinds of cost incurred 
in connection with the handling of 
merchandise, in addition to columns to 
show the settlement of domestic and 
foreign accounts payable—in the latter 
case in foreign currency and in American 
dollars. 

Aside from the records in use in ordi- 
nary commercial work, special records 
have been developed to fit the needs of 
import accounting, the chief among 
which is the import register. 
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Import Register: The import regis- 
ter is the purchase book for foreign pur- 
chases, and provides columns as follows: 


Steamer Amountin Foreign 
Date Arrived Currency 
Marks Rate of Exchange 


Number of Packages Amount in Dollars 
Total Weight Shipper 
Price Remarks 


Upon arrival of merchandise in port, 
entry is made in the import register by 
the accounting department from the 
purchase invoice, consular invoice, and 
other miscellaneous documents, which 
have been compared with and entered 
upon the shipment record previously 
described. The amount in dollars is 
determined by converting the amount of 
foreign currency at the rate of exchange 
in effect at the time the transaction 
occurs. At the end of the month, the 
Amount in Dollars column in the import 
register is recapitulated, and an entry is 
made as follows: 


PURCHASES 722 ons... :...5 >, $4800 
To FOREIGN ACCOUNTS 
PAYABLE 
For import purchases for month, 
amounting to £1000 


$4800 


Posting to the account Foreign Ac- 
counts Payable is made in both pounds 
sterling and dollars. 


December 


Direct Settlement of 
Foreign Accounts Payable 


Settlement of a foreign account pay- 
able may be made by the purchase in 
the United States of the required number 
of units of the foreign currency, which 
are then sent abroad. The purchase of 
this currency is usually accomplished by 
the purchase of a draft, drawn by some- 
one in the United States upon a bank or 
other organization in the foreign coun- 
try. Entry of the check for the purchase 
will be made in the cash disbursements 
book in the usual course. Assuming the 
settlement at the exchange rate of 4.85 
of an obligation in the amount of £1000 
entered in the import register at the 
rate of 4.80, it is apparent that if the 
rate of exchange on the date of the pur- 
chase of the draft is different from the 
rate at which the liability was set up 
in the import register, a profit or loss 
from exchange fluctuation will result. 
Stated in journal entry form, entry for 
the settlement of the obligation would 
be as follows: 


FOREIGN ACCOUNTS 

PAYABLE ........ $4,800.00 
PROFIT & LOSS ON EX- 
CHANGE  FLUC- 
TLUATIONS. 2 ee 
To CASH fi. 
For settlement of foreign 
obligation of £1000, by 
purchase of draft at ex- 

change rate of 4.85. 


50.00 
$4,850.00 


eee a aa eee 
—oooooooCoooooooooOoOonaen®owomnnmeqpomooooe oOo 


Date of Purchase 


Ex. Ship 


Shipper 


Number 


Cost Clerk 


Checked 


————— eee eee 
ooo ne eee 
———S——__PFvevenrnkr—r—r—r°r___—v—Xroe — 


Quantity Purchased 


Merchandise 
Purchased 
Kilos 


Pounds | Gallons 


Tons 


Cost (Exclusive of Charges) 


American 
Dollars 


Miscl. Foreign Rate of 


Currency | Exchange 


CHARGES 


Ocean Bankers’ Custom Miscel- Total 
Duty Freight Commissions |} House Fees laneous Charges 


Cost Per Unit: 


Value of Goods Purchased 


Charges 


Total Cost of Shipment 


Cost Per Unit 


$ 


Jo ee ee ie Se 
Cost Sheet (Form 3) 


i 
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Settlement of Foreign Account 
Payable Through Letter of Credit 


When a foreign creditor’s draft is 
accepted by a bank under a letter of 
credit that it has issued, the importer 
is notified, and entry is made on his 
books to record the fact. He becomes 
indebted to the bank for the amount 
of the draft. Entry is made to record 
this liability as follows: 


Emtec Onr CREDIT. 6.0... $xxx 
To TENTH NATIONAL BANK $xxx 
For liability by reason of acceptance 


by bank of draft drawn by ........ 
undereis CC) Nok ooo. ,; Dayable 
heh, PLO enn cceeere roti, 2s ahs 


The fact that the foreign exporter has 
drawn a draft, under the letter of credit, 
which has been accepted by the agents 
of the bank issuing the letter of credit, 
effects a settlement of the importer’s 
obligation to the foreign exporter. He 
may, therefore, make an entry upon his 
general books, the effect of which is as 
follows: 


FOREIGN ACCOUNTS 
PA XUA DLE e lah oe 


$2,400.00 


6 aia 0 6.0, ao alee oo 


For settlement of account 
payable by reason of draft 
drawn by creditor under 
Letter of Credit No...... 


As in the instance of direct remittance, 
if the foreign creditor’s account has been 
set up at a rate different from the rate 
at which the draft was accepted by the 
bank, a profit or loss would result. 
Thus, if the foreign account payable 
showed the obligation to have been set 
up at £500 at 4.82, or $2,410.00, and 
the draft were accepted by the bank as 
£500 at 4.84, a loss due to exchange of 
two points, or $10.00 would result to 
the importer, since he would be required 
to pay the bank eventually $2,420.00. 
Accordingly, the records are adjusted by 
an entry as follows: 


PROFIT & LOSS ON FOR- ; 
EIGN EXCHANGE......$10.00 
To FOREIGN ACCOUNT 
PAW IATR Ene cia sod bes $10.00 
For difference in exchange as under: 
Balance of account, 


£500 at 4.82 .. $2,410.00 

Draft under L /C 
£500 at 4.84.. 2,420.00 
$ 10.00 


The importer, in due course, is in- 
formed by the bank of the maturity of 
his obligation to it (i.e., the amount 
which the bank will require to meet the 
exporter’s draft upon it); he may settle 
the obligation by check, or may instruct 
the bank to charge the item against his 
account. Entry is made in the cash 
disbursements record, the effect of which 
is as follows: 


BANKERS COMMISSIONS... $xxxx 
TENTH NATIONAL BANK... xxxx 
We) GON S OS ey, ee es $xxxx 
For settlement of obligation aris- 
ing under Letter of Credit No. 
A eink , for £500, at exchange 
TATCIOL Mei 
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Accounts With Foreign Bankers 


It is customary for a large importer 
to have bank accounts in foreign cities. 
This procedure saves his’ bankers’ 
charges, and enables him to take ad- 
vantage of favorable exchange fluctua- 
tions, by having available balances 
against which he can draw in settle- 
ment of purchase obligations. The 
balances are created by buying exchange 
at the time of placing merchandise 
orders, or by buying in advance and 
depositing with the foreign bank the 
funds so bought. The importer may 
protect himself against a possible rise 
in the cost of exchange by entering into 
a contract with a bank that he will 
purchase foreign currency at a future 
date, at a price agreed upon at the time 
the contract is entered into. If the 
purchase of exchange is left until the 
date of settlement, exchange fluctua- 
tions might wipe out all his anticipated 
profits on transactions. Future ex- 
change is often at a premium over spot 
exchange (i.e., exchange bought cur- 
rently for immediate use), the premium 
becoming larger in direct proportion to 
the length of time involved. This pre- 
mium, accordingly, must be allowed for 
by the importer in bidding for goods to 
be imported. 

A separate cash account is set up on 
the financial books to record the balance 
with each foreign bank. When the 
transactions are few, they may be re- 
corded in the journal; when they are 
numerous, a separate cash book is 
opened for each bank. The columns for 
acash disbursements record for accounts 
with foreign bankers are as follows: 

Date 

Cash Withdrawn: 

Foreign Currency 
Rate of Exchange 
American Dollar Value 
Payable to 
Charges: (American Dollar Value) 
Foreign Accounts Payable 
Ocean Freight 
Bankers’ Commissions 
Sundries 

When an account is opened with a 
foreign banker entry is made in the 
domestic cash disbursements book for 
the check that is drawn purchasing 
the foreign moneys or credits which are 
forwarded to the foreign banker. The 
banker is charged and Cash account is 
credited. The entry is made in the 
foreign banker’s account in dollars, and 
the foreign currency amount is also 
entered in memorandum form in his 
account. 

When withdrawals are made, the 
details of the transaction are entered in 
the cash disbursements book for the 
foreign banker in American dollars and 
in the foreign currency, conversion 
being made at the rate at which the 
remittance was made to the foreign 
banker. Entry is made from the foreign 
banker’s cash disbursements book, thus: 


FOREIGN ACCOUNTS PAYABLE $xx 
OGEAN! BHREIGH Tepe sul cree eis 
BANKERS’ COMMISSIONS....... 
SUNDRIES (POSTED IN DETAIL) 
To FOREIGN BANKER No. 1.. 
For disbursements made from funds 
on deposit with Foreign Banker 
No. 1. 


$xx 
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As in the instance of the purchase of 
drafts for direct remittance to a creditor, 
the American dollars value of a certain 
quantity of the foreign currency with- 
drawn from the foreign bank for the 
purpose of meeting a foreign account 
payable may be greater or less than the 
American dollars value of the liability 
as it was set up on the books. For 
example, a foreign account payable for 
£1,000 may have been set up at 4.83, 
and would appear as $4,830.00. £1,000 
when remitted to the foreign banker 
may have cost $4,625.00, and the 
foreign banker’s account would have 
been charged with $4,625.00. When 
the £1,000 is withdrawn from the 
foreign banker’s account, the account 
may be credited with only this amount 
($4,625.00), but as the foreign account 
payable must be charged $4,830.00, a 
credit for the difference, $205.00, must 
be made to a profit account. 


Arbitrary Exchange Rates 


Frequently, arbitrary rates are used 
for the purposes of conversion. Thus, 
a liability to a foreign creditor for 
£1,000 may be converted at 4.86 and 
entered in the import register as 
$4,860.00, no matter what the actual 
rate prevailing at the time of the 
transaction happened to be. A remit- 
tance of £3,000 to a foreign banker may 
have been purchased at 4.82, or $14, 
460.00. Notwithstanding the actual 
purchase price, the banker’s account 
would be charged for £3,000 at the 
arbitrary rate adopted, 4.86, or $14,- 
580.00, and the difference, $120.00, 
would be credited to a profit account. 
This, however, is not a true profit at 
the time, and results in a distortion of 
profit results. 

When arbitrary rates of conversion 
are used instead of actual rates, a 
computation should be made, at the 
time of closing the books, of the actual 
value of the foreign currency held in 
the foreign bank, and an appropriate 
adjustment is made to the balance in 
the foreign banker’s account. Thus, 
if the account with Foreign Banker X 
showed £5,000 on deposit, converted at 
the arbitrary rate of 4.86, the balance 
in dollars would be $24,300.00. If, at 
the time of closing the books, it were 
found that the actual value were only 
$23,200.00, the banker’s account would 
be written down $1,100.00, and a 
corresponding charge would be made to 
Profit & Loss account. 

Appropriate adjustment would be 
also made of any other type of foreign 
account (customers’, creditors’, etc.) to 
change the arbitrary valuation in 
American dollars to the true valuation. 
In this way, the error occasioned through 
the use of arbitrary conversion rates is 
corrected. 


(The End) 


A REGIONAL MEETING of the 
American Institute of Accountants will 
be held at Toledo, Ohio, on December 6, 
1924. The entire meeting will be de- 
voted to a discussion of ‘“‘Reports, their 
preparation and analysis.” 
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PACE STUDENT 


The direct purchases consist of perish- 
able articles, which must be delivered 
immediately to the producing depart- 
ments, such as the kitchen, pantry, etc., 
where they are placed in refrigerators 


_ Accounting Procedure in Modern Hotels 
| (Continued from Page 4) 


This summary reflects waste and ex- 
travagance in the use of provisions and 
supplies, and enables the management 
to take the necessary steps to remedy 
any unsatisfactory operating condition. 

Silverware and linens are stored in a 
separate stockroom in charge of a stock 


Monthiol 2. 3 


and used as ordered by the guests. An 

official, known as a ‘‘steward,’’ has 
Total Kitchen 

Sales 

Cost 


Gross Profit 


Bake Shop 


Pantry Pastry Shop 


— ——— 


Form 7—Summary of Food Costs and Sales 


Monthy). 3.5..00 tee 
| 
Total | In- | Divi-|Cash Total | Vouchers 
Date} Account Fol) Guests terest|dends|Earn-]Miscl.|| Date] Account] Fol|Guests} Payable |Miscl. 


ings 


: | 


| 
| 
| 
} 
| 
| 
| 
| 
| 
| 


Form 8—General Cash Record 


general supervision over all departments 
having to do with the preparation and 
serving of meals. The quantity of 
perishable articles on hand should not 
be more than a two-day supply, the 
quantity being kept low in order to 
avoid waste through deterioration, spoil- 
age, and the like. 

The stores purchases consist of those 
articles that are not of a_ perishable 
nature. These are delivered to the 
storeroom, where a record of the receipt 
of the materials is made on stores 
ledger cards kept for each class of pur- 
chase. The articles are placed in proper 
receptacles and forwarded to the various 
departments only upon requisition duly 
approved by the head of the department. 

At the end of each day the receiving 
clerk forwards all receiving reports to 
the auditor’s office. Here they are kept 
until the creditors’ invoices are received, 
when they are checked with the latter 
and an entry passed, in pro forma 
forms, as follows: 


PURCHASES. itu eae ee eee 
TO VOUCHERS PAYABLE CON- 
TROL, 4. See etl o A ee 
To record total amount of food 
supplies purchased during the 
month of 


The management secures information 
as to the food control system through 
the use of a “‘daily analysis of food 
costs and sales,’’ which is summarized 
at the end of each month. (Form 7) 


clerk and are controlled, to some extent 
at least, by a record of the items on hand 
kept in the auditor’s office. It is not 
practicable to prevent theft of linens 
from rooms by guests. The amount of 
depreciation written off annually on 
silverware and linens is extremely high. 


General Books 


A description and illustration of the 
most important books of account kept 


December 


in the auditor’s office will throw con- 
siderable light on the principles dis- 
cussed in the preceding pages and, in- 
cidentally, will enable one to trace each 
financial transaction into the general 
books of account. The records follow: 


Cash receipts and payments regis- 
ter.—The general cash record (Form 8) 
in the hotel under consideration is very 
simple, because of the fact that the 
major forms of income are recorded in 
an earnings record, and the majority of 
disbursements are petty in their nature 
and therefore made through the petty 
cash fund and recorded in the petty cash 
disbursements record kept at the front 
office. Necessary columns are provided 
on each side of the cash register. All 
cash received from guests in settlement 
of their accounts, from interest, divi- 
dends, and miscellaneous sources other 
than those listed in the earnings record 
as entered on the left side, and all dis- 
bursements made on account of guests, 
payments to creditors in settlement of 
hotel obligations, payments on pay-roll 
account, and miscellaneous disburse- 
ments are entered on the right. 


The cash income reported by the 
various persons receiving cash income— 
restaurant cashier, cigar-stand clerk, 
telephone operator, etc.—are extended 
to the cash earnings column on the debit 
side. The total of this column is credited 
to Cash Earnings account. This ac- 
count is merely a clearing account, it 
being debited with a similar amount 
from the earnings record, as will be 
seen. 


All columns are totaled at the end of 
the month, the totals being used as the 
basis of a journal entry, in pro forma 
form, as follows: 


CASH . ... «a a ee ee 
TO GUEST LEDGER CONTROL. Bi. 

INTEREST RECEIVED..... 

DIVIDENDS RECEIVED... 

CASH EARNINGS......... 

MISCELLANEOUS INCOME 


For total monthly receipts, as per Cash 
Book. 


Date Rooms 


Cash | Charge | Cash 


Restaurant 


Charge 


Laundry Etc., Etc. 
Cash | Charge | Cash | Charge 


Form 9—Earnings Record 


Voucher Register—Month of 


DEBITS 


Salaries|Adver-| Legal 
& Wages| tising |Expense 


CREDITS SETTLEMENTS 


Meats/Etc.| Misc.||Date|Vou.|Name of!|Fol.| Amount||Date|Fol.| Amount 


No. |Creditor 


$e 
Form 10—Voucher Register 


1924 


a eye. 6. Vie Vlase) «4. 5) m fee 


For total monthly disbursements, 


as per cash book. 
eee 


Journal.—This record is in the usual 
form, with two money columns at the 
extreme right, and does not require de- 
tailed explanation or illustration. It is 
used in the hotel under consideration for 
summary journal entries and entries that 
will not classify in other books of original 
entry. 


Stock Ledger.—In this ledger there 
is kept, by suitable classifications, a 
record of all silverware and linens on 
hand—in effect a perpetual inventory 
record. This record needs neither de- 
scription nor illustration, for it is in 
practically the same form as a stores 
ledger used in.a factory. 


General Ledger.—This record is 
used for the purpose of assembling debits 
and credits by accounts. All classifica- 
tions appearing in the general books of 
account are entered therein, and the 
balances are abstracted at stated in- 
tervals and used in the preparation of 
trial balances and balance sheets. A 
profit and loss classification is also con- 
tained therein, to which all nominal 
elements are transferred, and from which 
the profit and loss statement is pre- 
pared. 


Earnings Record.—A hotel of the 
type under consideration keeps a book 
known as an ‘‘earnings record’’ (Form 
9), which contains a record of income 
from all sources by classifications, sub- 
divided as to income received in cash 
and charged to guests. Atthe end of the 
month the various columns are totaled, 
the totals forming the basis of the 
following pro forma journal entry: 


CASH -BARNINGS............... $ 
GUEST LEDGER CONTROL...... Ee 
ZO ROOM INCOME........... Boks 
RESTAURANT INCOME ... 
LAUNDRY INCOME ...... e 


To record. total income for the 
elon ( i) an , aS per 
earnings record. 


Voucher Register. — This _ record 
(Form 10) is used for the purpose of 
recording all purchase and other ex- 
-penditures on a credit basis. 

The totals of the various debit and 
credit columns are determined at the 
end of the month, and used as the basis 
of the following pro forma journal 
entry: 


SALARIES & WAGES............. Pe 
Peeee Meee PIOEING 55. oe ae ass 
MEMSALIE PENSE .. 2... 0. ess ses 
Co Pas 
; TO VOUCHERS PAYABLE CON- 
Pee ars ee Peo 2,’ eo ek 


To record total expenditures in- 
curred during the month of... 
ay ay , as per Voucher 
Register. 


PACE STruUDeEn? 


Federal Reserve Bank 
Field Trip 


ERHAPS the most interesting 
Pig trip conducted this year by 

Pace Institute, day-school division, 
was a visit on October 30th, to the 
Federal Reserve Bank, now located in 
its new building at Nassau Street and 
Maiden Lane, New York City. 

The building which has been recently 
opened is considered the acme in bank 
building construction in the world. Its 
Massiveness suggests the financial 
strength that is massed in this great 
banking organization. 

Upon arrival at the bank, the students 
assembled in the bankers’ room, where 
they were met by the personnel manager. 
The visitors were divided into groups of 
six for the purpose of being conducted 
through the building. The entire build- 
ing was thoroughly inspected, beginning 
with the vaults, many feet below the 
level of the street, and afterwards 
through the many departments on the 
upper floors. The guide in charge of 
each group explained the working 
details in each department in a clear 
and interesting manner. The students 
expressed keen appreciation of the ex- 
treme courtesy shown them on every 
hand. 

The vault, in which was stored on the 
day of the visit forty million dollars 
gold reserve, was of especial interest. 
A recent edition of the New York 
Telegram and Evening Mail carried 
an interesting description of this wonder 
vault. 

“For example,” says the Telegram- 
Mail, “The vault in which reposes 
more wealth than ever Midas dreamed, 
not only tops all other bank vaults in 
the world in point of size, but it makes 
them look like toy banks for strength. 
Let your imagination dwell on walls 
ten feet thick, of a type of construction 
selected after a series of tests by the 
Federal Reserve Board, assisted by the 
United States Bureau of Standards. 

“TNT scarcely leaves a scratch on 
the surface of those walls. Dynamite 
is as a penny Fourth of July firecracker. 
Oxy-acetyline torches are mere sputter- 
ing candles. 

‘““This may sound like bad news to the 
foreign nations who are so eager to 
crash the bulwarks behind which lie fat 
American loans. Such elaborate means 
for protection augurs ill for the loose 
distribution of our dollars. 

“Not a chance to leak through the 
doors through which the line of com- 
munication with those rich federal hordes 
are maintained. Revolving portals, six 
in number, turning on vertical axes 
inside of a steel frame imbedded in the 
walls of the vault. The three main 
doors of steel are ten feet thick and 
weigh 230 tons each. Emergency doors 
are eight feet thick and weigh 185 tons 
each. 

“Is there, think you, a bandit or 
collection of bandits with enough 
ambition to argue with six hundred and 
ninety tons of steel, knowing there are 
five hundred and fifty-five waiting to 
continue the discussion?”’ 


’ 
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Harold E. White 


A beginner in an accountancy office 
at sixteen, a second-year student in 
accountancy, his brief but active course 
completely run at twenty—this, in 
brief, is the life-story of Harold E. White, 
an advanced student at Pace Institute, 
who died on the 8th of October. 

This ambitious young man started to 
work for Touche, Niven & Company as 
an office boy when he was sixteen years 
old. He became interested in  ac- 
countancy practice to such a degree that 
his superiors allowed him to help the 
accountants occasionally with matters of 
minor detail. His mother and three 
sisters, because of this interest in prac- 
tice, arranged for him to study ac- 
countancy at Pace Institute. He made 
creditable progress, and was studying in 
the third semester when the condition of 
his health made it necessary for him to 
go to the country. Notwithstanding 
everything that could be provided in the 
way of treatment and care during the 
past two years, he was unable to regain 
normal health and died at his home, 681 
Grandview Avenue, Brooklyn, on the 
8th of October, as before stated. 

A creditable record, indeed, has been 
left by this young accountant. Each 
day he performed, not only the ordinary 
duties of life, but the constructive acts 
that tended to develop his ability and 
to increase his usefulness to society. 
He took the most modest kind of posi- 
tion; and, by reason of interest in the 
affairs of his employers, he opened the 
way to advancement and knowledge. 
His associates in work and study will be 
deeply grieved to hear of his untimely 
death, and their sympathy and the 
sympathy of the teachers of Pace 
Institute are extended in the fullest 
measure to the sorrowing mother and 
sisters. 

CE 


WILLIAM S. COLE, a former Pace 
Student, Extension Division, has re- 
cently opened law offices in the Graham 
Building, Bangor, Maine. 


MORRIS LEVINSON, a former student 
at Pace Institute, New York, was among 
the successful candidates who sat for the 
New York C.P.A. examinations in 
January, 1924. 


A. E. CLARK, C.P.A. announces the 
opening of offices for public practice of 
accountancy at 311 Fifth Avenue, New 
York. Mr. Clark is a former Pace 
student. 


W. J. CHRISTIAN, C.P.A. (Alabama), 
was recently elected to a membership in 
the Council of the Alabama Society of 
Certified Public Accountants. Mr. 
Christian is a former student of Pace 
Institute, New York. 


OSCAR I. KOKE, certified public ac- 
countant of Oregon, announces the 
opening of an office at 1012 Fidelity 
Mortgage Building, Cleveland, Ohio. 


Few fintsh where many start. 
The dividends in study, as elseware, 
come to those who finish. 
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An Interesting 
Criticism 
TTENTION is called to the fol- 
A lowing correspondence in regard 
to an editorial which appeared 
in the October issue of THE PACE 
STUDENT. 

‘Reference is made in your October 
issue to a recent statement of vocational 
statistics published in ‘Echoes’ of 
the Pittsburgh School of Accountancy. 
Your article goes on to say that the 
statement in question clearly defines the 


opportunity for the young man or young. 


woman in the profession of accountancy. 

“It so happens that I wrote the Pitts- 
burgh School, criticizing the conclu- 
sions drawn from the figures submitted, 
and I am now drawing the subject to 
your attention. How can you possibly 
justify the stand that because there are 
in the United States 135,000 physicians, 
124,000 attorneys, 54,000 engineers and 
50,000 druggists, that a great oppor- 
tunity is open to the young men and 
women in the profession of accountancy, 
inasmuch as that profession boasts of 
but 5,000 members? 

‘I believe accountancy offers great 
opportunities, but my conclusions are 
not arrived at by the reasoning employed 
in your article.’ 

Mr. Homer S. Pace replied to the 
reader, as follows: 


“Your interesting criticism of Octo- 
ber 8th, with regard to a short editorial 
in the October issue of THE PACE 
STUDENT entitled ‘Accountancy—A 
Field of Opportunity,’ is received. We 
did not intend to do more than to call 
attention to the small number of certified 
public accountants when considered in 
relation to the numbers of practitioners 
in the older professions. There is 
obviously little or no relation between 
the number of public accountants and 
the number of physicians. 

“‘So far as attorneys are concerned, it 
is probable that 80 or 90 per cent. of all 
the services performed by attorneys 
relate to property and financial matters, 
and there is no question in any one’s 
mind but that a tremendous amount of 
tax and investigative work now per- 
formed by certified public accountants 
would in the absence of such accountants 
be performed by attorneys. One who is 
able to think back 20 or 25 years can 
appreciate the steady development that 
has taken place in the work of the ac- 
countant as related to matters formerly 
handled by attorneys. My own impres- 


sion is that there is a good deal of’ 


significance to the fact that there are on 
the average approximately 100 certified 
public accountants to each state of the 
union, while there are on the average 
2500 attorneys in each state. To put 
it in another way, there is on the average 
one certified public accountant to each 
22,000 population, while there is one 
attorney to each 900 of population. 

“If one takes these figures and con- 
siders them in relation to the extent and 
the character of the development of the 
practice of accountancy, I think he will 
find that there is some ground for think- 
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ing that accountancy presents, as the 
editorial indicates, ‘practically a virgin 
field.’ 

“I quite agree that there is no point 
to comparing accountancy with the other 
professions mentioned, unless it might 
possibly be engineering. The article 
was merely a review, and no opportunity 
was afforded for a very full discussion of 
the matter. This article may well be 
considered in connection with the article 
in the same issue entitled ‘The Growth 
of Professional Accountancy,’ in which 
the attempt is made to state the matter 
more fully and precisely-” 


Accountancy and — 
Accounting Defined 


HE Editor of THE PACE STU- 

yt DENT received, not long since, 

from Edwin Jones & Company, 

certified public. accountants, Chicago, 

the following letter with regard to the 

use of the terms accountancy and 
accounting: 

“In connection with our work the 
exact difference of and the differentia- 
tion between the two terms accounting 
and accountancy have been receiving 
considerable attention. 

“Tf it is not too much trouble, we 
would appreciate very much your 
giving us your understanding of the 
distinction between the two. To make 
it clear and distinct, which term in your 
judgment should be used in the follow- 
ing connections: 


“The field of accountancy—or the 
field of accounting. % 

“The profession of accountancy—or 
the profession of accounting. 

“The study of accountancy—or the 
study of accounting. 

“The science of accountancy—or the 
science of accounting. 

“Course of instruction in account- 
ancy—or course of instruction in 
accounting. 

“Can it be that accountancy is the 
former term and that the term ac- 
counting is now more or less replacing 
the term accountancy? Is the term 
accountancy used entirely in these 
connections, or may the terms be used 
interchangeably? 

“Your courtesy in giving us your ideas 
on these points will be greatly appre- 
ciated, and for this we thank you in 
advance.”’ 

The Editor’s reply to the foregoing was 
as follows: 

“To my way of thinking, the work of 
the professional accountant requires a 
working knowledge of the principles of 
law, of the science of accounting, of 
business organization and procedures, 
and of the principles of economics that 


relate to capital, profits, taxation, ex-- 


change, interest, rents, and the like. 
The work of the professional accountant, 
involving a knowledge of these subjects 
in their theoretical and practical aspects, 
must, for convenience, be described by 
one term. I personally prefer for this 
purpose the term accountancy. I 
have observed that the use of the term 
accountancy, which is much broader 


December 


than the term accounting, has gradu. 


ally increased as the scope of the work 
of the public accountant has broadened. 
The term accounting, to my mind, is 
limited to the recording of financial 
transactions and the presentation of 
financial conditions and results, together 
with the constructive work necessary to 
provide forms and procedures of a book- 
keeping nature. 

“In reply to your specific inquiries, I 
should say ‘the field of accountancy’ ; 
I should say, also, ‘the profession of 
accountancy’ ; I should say ‘the study 


_—____ of accountancy,’ if I meant a complete 


course.preparing for accountancy prac- 
tice; and I should say ‘the study of 
accounting,’ if I referred to the design 
and operation of accounting records and 


the presentation of accounting facts in - 


accordance with the principles and prac- 
tice of double entry; I should say ‘the 
science of accounting’; but I could 
hardly apply the word science, in its 
strict sense, to the entire work of ac- 
countancy; and I should say, as indi- 
cated before, ‘course of instruction in 
accountancy,’ or ‘course of instruction 
in accounting,’ depending upon the 
scope of the work covered. 

‘“There are some fine distinctions as to 
the form of the word accountancy, and 
I believe some one has suggested ac- 
councy as a preferable form. Words 
are more commonly made by common 
usage than by scientific procedure, and 
the term accountancy has become so 
well established by usage that it is not 
likely to be supplanted by any other 
term. 

“‘T have given you in this letter the style 
that has been adopted consistently by 
Pace Institute for eighteen years and 
more, and I presume that the acceptance 
of our ideas by 50,000 students or more 
has had an appreciable effect upon 
usage. I know of no practicable method 
of handling the matter except the one 
that I have above indicated.” 


Banks Need Women 


HE growing importance of women 
in filling executive positions in 
large business and financial organ- 
izations is reflected in a recent announce- 
ment, by the Chase National Bank of 
New York, of the appointment of Miss 
Mary Vail Andrees to the position of 
assistant cashier. 
Miss Andrees has been engaged with 
the Bankers Trust Company for the 
last four years in the Paris office. The 


appointment is of significance in the - 


banking circles in that Miss Andrees’ 
appointment is the first in a large down- 
town bank. Miss Andrees has been 


prominent in Red Cross work and holds: 


several noteworthy citations for work 
with the Red Cross organization and in 
the Near East. 

Miss Andrees’ appointment discloses 
some interesting facts relating to the 
Chase organization. In 1914 there was 
but one woman employee in the entire 
personnel. At the present time there 
are three hundred and ninety-three 
women among the one thousand four 
hundred and eighty-one employees in 
this large banking institution. 
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The Tabular Ledger 


A consideration of the purposes and uses of the tabular ledger, particularly with reference 
to the accounts of guests of non-profit housing organizations—By John H. Bulin, Jr. 


HE facts bearing upon the operation of the 
tabular ledger here collated and set forth are 
presented. in the hope that those readers who - 
are charged with the operation of such recordsymay 
obtain a new and clarified understanding’ of the 
theory and practical operation\of a device of long- 
demonstrated practicability and value, ae that 
i 


those other readers who are confronted with situa- 
tions in which a record of this’ type may be ap- 
plicable, may have at hand information which will 
enable them to judge intelligently as to its merits. 
_As a means for the recording of amounts due 
from guests, both for the determination of in- 
dividual balances and for the cumulating of totals 
of income earned, in institutional, non-profit resi- 
dences where the charge for the service rendered 
accrues periodically—weekly or monthly—the tab- 
ular ledger, by reason of its easy operation, enjoys 
wide usage. In full operation, it provides a means 
of assuring the collection of a stated charge from 
each guest for each period, and, by reason of 
the direct entry of charges and the intelligent use 
of control accounts, reduces bookkeeping work 
while assuring the maximum of safeguard against 
error. 
It is the purpose of this presentation to outline 
the operating procedures in connection with the 


-use of the tabular ledger in considerable technical 
detail, with a view to setting forth the means by , 


which entries and adjustments are made, for ex- 
planatory and reference uses. The adjustments 
which are required in connection with day-to-day 
operation are discussed at length; it is hoped that 
the space devoted to this discussion will not create 
in the reader’s mind the thought that the operation 
of the tabular ledger involves continual adjustment 
—the facts so set forth are presented for the sake 
of completeness. 

In common usage, the form of tabular ledger is 
similar to that shown in Form 1 on the following 
page. 
of the charges, are found. If desired, several 
classifications may be used instead of the two in 
the Charge column. Instead of formal, ruling, 
also, a common practice is to make use of a simple 


Variations, looking chiefly toward analysis. 


columnar-ruled, loose-leaf book, with written or 
typed-in headings for the groups of columns. A 
fourteen by seventeen inch sheet is found in prac- 
tice to give excellent results because of the number 
of accounts and of the number of periods which 
can be carried on each page. If desired, and if 
changes in occupancy are not frequent, insert 
sheets may be used. 

In theory, the tabular ledger combines the func- 
tion of a book of original entry and a record—in 
the form of a subsidiary ledger—of individual 
ledger accounts. The direct entry of the periodic 
charge in the Charge column effects a posting of a 
debit to the account of the guest whose name ap- 
pears at the left of the line on which the amount is 


‘ entered; the summation of the column or columns 


containing the charges provides totals which are 
credited to appropriate income accounts and 
debited to a control account over the subsidiary 
tabular ledger in the superior authority ledger 
(usually the general ledger). 

The credit entries in the tabular ledger are, in 
theory, detailed postings of items which are posted 
in summary to the control account, but the tabular 
ledger does not perform for these credits the func- 
tion of a book of original entry. The recei f 
cash payments by guests is provided for in the cash 
records, by means of cash receipt tickets in one 
form or another, summarized and entered as an 
original matter in some form of cash receipts book, 
and the detailed cash receipt tickets are used as the 
medium from which postings are made to the tabu- 
lar ledger accounts. Journal entries affecting 
the detailed tabular ledger accounts are, as a mat- 
ter of routine bookkeeping procedure, entered in the 
journal or upon formal journal vouchers. 

It is essential to a clear understanding of the 
functioning of the tabular ledger that its use as a 
subsidiary ledger record, containing detailed ac- 
counts to which postings of debits and credits are 
made, be kept in mind. 


Detailed Consideration - 


Entry of Charge: In the majority of institutions, 
the charge for the service rendered is an agreed 
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rate per period, for a term beginning and ending 
at noon on a specified day, collectible in advance. 
In the furtherance of a complete program of interval 
audit, it is desirable that entry of the charge in the 
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statistical column is built up, usually in connection 
with the Balance column, in which entry is made of 
the number of days each guest has paid for in the 
period. It is not customary to attempt to deter- 


WEEK ENDED ay 


P Charge Credit 
peas GUEST Rate Dosing = 
a Miscellaneous Balance 
Room Day | Ref. Amount 
Account Amt. 
Form 1 


Charge column, determined by reference to the 
Rate column for the room occupied, or by reference 
to other records of a memorandum nature, be made 
before the first day upon which collections will be 
made. The entry of these charges should be made 
by someone other than the person who will enter 
the credits, in order that adjustment of the entry 
for the charge to agree with the amount paid, if 
there is a difference, will not be practiced. In 
some instances this audit effect is secured by the 
rendering of bills by some person other than the 
one entering the credit; more often bills are not 
used. 

Control over the fact that a charge is entered for 
each room is secured by listing the guests in 
sequence of room numbers rather than alphabetic- 
ally. It is desirable that the names of guests be 
listed with a space of three or four lines between 
room numbers, in order that changes and removals 
may be taken care of satisfactorily. Confusion of 
a balance in the account of a guest moving to an- 
other room or leaving the residence with the ac- 
count of a new arrival is avoided by entering the 
name of each new occupant of a room upon a new 
line under the room number. Memorandum is 
made on the line for the account of the departing 
guest thus: “Out, August 6, 19..,”’ or ‘To Room 
No. ...., August 6, 19...’’ The treatment of 
unpaid balances remaining will be discussed later. 

When all the charges for a specified period have 
been entered, footing of the Charge columns pro- 
vides the totals which fulfill the tabular ledger’s 
function as a book of original entry—totals which 
form the basis of entries debiting the control ac- 
count and crediting appropriate income accounts 
in the superior authority ledger. A common 
practice, if a flat rate per period is charged, pro- 
vides for an arbitrary apportionment of this rate 
to income from meals at a determined rate per day, 
the remainder being considered as income for 
room rentals. In order to provide information as 
to the number of meal-days, a supplementary 


mine the actual meals consumed for the purpose of 
this apportionment of income. 


Division of income as between meals served and 
room rentals may be accomplished by providing a 
separate charge column in the tabular ledger for 
each classification. Separate totals are thus ob- 
tained for use in the journal entries built up from 
facts recorded in the tabular ledger. Under this 
procedure, a flat rate per period for meals served is 
arrived at, which becomes the charge for each 
guest, the balance of the rate for the period being 
considered income from room rentals. The use of 
the method by which the total income is divided 
upon the basis of meal-days is considered superior 
as an operating matter, because of the fact that, 
since the agreement with the guest usually does 
not provide for a division of the rate, the entry of a 
single charge in the guest’s account makes for 
clarity, and because of the lessening of clerical 
detgil in respect to footing, cross-footing, and cal- 
culation of balances. 


a 
Entry of Credit: Payments by guests of amounts 
due are receipted for by means of receipt tickets, 
similar to Form 2, made out in duplicate or tripli- 
cate, either by the use of simple padded forms with 
carbon paper inserts, or by the use of a refinement 
of this procedure in the form of so-called ‘“‘regis- 
ters,’ which greatly facilitate the ease and speed 
of handling receipts. All receipt tickets are num- 
bered; each shows information with respect to 
room number, period covered by the payment, and 
amount of payment. The original is given to the 
guest and the duplicate serves as the accounting 
record for the receiving organization. The num- 
bered duplicate receipt tickets are turned in, to- 
gether with the cash received, to the cashier’s office 
All receipt tickets are accounted for by number, 
and the total amount of cash received from all 
sources is ascertained by staff auditors. This total 
amount is entered in the cash receipts book and 
effects a debit to the Cash account and a credit in 


e 


: 
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the amount covered by receipts for payments by 
permanent guests to Tabular Ledger Control. 
Actual posting to the control account is made at 
the end of the accounting period, when the items 
entered in the cash receipts book are posted. The 
duplicate receipt tickets are sorted into the se- 
quence of room numbers of guests, and daily post- 
ing is made from the receipt tickets to the Credit 
column in the tabular ledger against the account 
of the guest who has made payment. Details are 
shown as to date, receipt number, and amount. 


No. 0000 


Received 


In Settlement of the Following Items: 


Room Rental PeM 
From 


Transient Accommodations 


From To 
Laundry 


Telephone 


Deposit 


For the Treasurer 


Form 2 


As has been noted, the credit entries for pay- 
ments made do not provide a proper means of 
gathering information for posting to the Cash ac- 
count; this function is performed by the cash rec- 
ords. A total is obtained, however, of all credits 
to the accounts of guests, and the total of credits by 
reason of cash payments entered for a specified 
period is compared, wherever this is feasible, with 
the amounts entered for that same period as 
credits to the Tabular Ledger Control in the cash 
receipts book, in order to check the accuracy of the 
detailed posting of the credits. 


Determination and Entry of Balance: Since 
the chronological progression in the tabular ledger 
is from left to right, it will be seen that if the amount 
paid, as entered in the Credit column, is deducted 
from the charge against the guest, as entered in the 
Charge column (the opening balance being taken 
into consideration), a balance will be secured with 


respect to each guest, for entry in the Balance 


column. Debit and Credit balance columns are 
sometimes found in use; a single column, with red 


ink indicating credit balances, is, however, pre- 
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ferred in the interest of conservation of space. 

Guests may become delinquent in their payments. 
Such a condition will readily be apparent by reason 
of the fact that the Balance column will show a 
black ink entry against the delinquent guest. In- 
spection of these delinquent balances will provide 
information for managerial control. On the other 
hand, guests oftentimes make payment for one or 
more periods in advance. Such advance payments 
cause the entry of a red ink figure in the Balance 
column, and if they are numerous, may cause the 
balance of a summary of the accounts in the sub- 
sidiary tabular ledger and of the control account to 
appear as a credit. The total of the Balance 
column is secured; if no error has been made, the 
total balance at the end of the previous period, 
plus the charges, less the credits, will prove the 
balance at the end of the current period. 

When it becomes necessary to carry forward 
balances from one page to the next, a column for 
opening balances is provided, as shown in Form 1. 
Extreme care must be taken to see that the figures 
are carried forward to the correct accounts; when 
all balances have been brought forward, it is de- 
sirable that an independent reconciliation be 
effected with the control account. 


Use of Recapitulation: A single page will seldom 
suffice to record the accounts of all guests. Re- 
sort is had, therefore, to a system of recapitula- 
tion, under which each page is footed and balanced 
individually, and the totals and balances, and the 
figures for meal-days, are carried to a page or pages 
following the pages for detailed accounts with 
guests. Here the totals are summarized period by 
period to give figures for posting purposes, usually 
through formal journal entries, and to give a sum- 
mary balance, which is reconciled periodically with 
the controlling account balance. 


Journal Entries 


As has been stated, the detailed entry of the 
charges against guests provides totals for entry in 
the general bookkeeping records of amounts re- 
ceivable from guests representing income earned. 
Direct posting of these totals from the recapitula- 
tions described is feasible; for closer bookkeeping 
control, however, formal journal entries are com- 
monly made. » 

The entries on the basis of the figures obtained 
from the recapitulation may be made and posted 
weekly (if the period of the charge is the week) or 
may consist of summarizations of the weekly re- 
capitulations. If a monthly summary entry is 
used, the details of the figures comprising the totals 
are given in the explanation, as is shown in the 
following entry: 


TABULARLEDGERCONTROL......... $xx (1) 

To MEALS SERVEDS oe Cay $xx (2) 
ROOM RENTALS ......0...0..6. xx (3) 
MISCELLANEOUS (Posted in De- 

[acc h pe Ret Neg AEE NS ah gS (OR BAN xx (4) 
DEFERRED BOARDINCOME... xx (5) 


For income for month of August, 19.., as re- 
corded in tabular ledger as follows: 
(detail over page) 
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Week Meal- Meals | Room 
Ended Days | At |Served] Ren- | Misc. | Total 
tals 
Aug. 9.. XX xx |$xx $xx $xx $xx 
Angele. 7. sec XX xX XX XxX XX XxX 
Aug. 23 xx xx xx xx xx xx 
Atig. 30 .-s. Ge eae XxX xx XxX XX XX 
1 Day, Aug.31.| xx xx xx xx xX XxX 
$xx (2)|$xx (3) |$xx (4)|$xx 
6 Days to Sept. 
GE Ya eee Xx xx |$xx |$xx $xx $xx (5) 
$xx (1) 


It will be noted that the week ended August 2nd 
has not been taken into consideration in the sum- 
mary for the month of August. This method of 
treatment is followed for the reason that the income 
applicable to the month of August for that week 
was handled in the summary entry for the month of 
July, in the same manner as the income applicable 
to the month of September is handled in the entry 
illustrated. The income for these terminal weeks 
is analyzed in this way in order that the charges for 
all income accrued and due may be included in the 
control account, and in order that an offsetting fig- 
ure for income not yet earned may appear in the De- 
ferred Board Income account on the balance sheet. 

When this procedure is followed, an entry is 
made in the succeeding accounting period reversing 
the deferment and crediting current income ac- 
counts for that period, thus: 


DEFERRED BOARD INCOME........... 


$xx 
To MEALS SERVED, /.. eee $xx 
ROOM RENTALS (7 alee ee ee xx 
MISCELLANEOUS (Posted in Detail)... . xXx 


For income, week of September 6th, set up in former 

account as at August 31, 19.., now credited to 

September income accounts. 
Alternative Procedure: An alternative pro- 
cedure consists in the entry and posting of the totals 
obtained from the recapitulation at the end of each 
week. When this is done, the apportionment 
between meals served and room rentals is obtained 
in the same way as indicated above, and a weekly 
entry is made as follows: 


TABULAR LEDGER CONTROL.............. $xx 
To MEALS ‘SERVED 24-2). |e $xx 
ROOM: RENTALS |) “ae eee xx 
MISCELLANEOUS (Posted in Detail)... . XX 


For income, weekended .......... 19..,asrecorded 
in tabular ledger. 


Under this procedure, a similar entry is made for 
each week’s income. At the end of the month, 
apportionment of the overlapping week is accom- 
plished, along with other month-end adjustments, 
by an entry as follows: 


MEALS SERVED. ot 00 ita Pee eee 
ROOM RENTALS 2452 See Ve ee ex 
MISCELLANEOUS (Posted in Detail)........... XX 
To DEFERRED BOARD INCOME........ 
To set up as deferred income amount of board en- 
tered in tabular ledger, week ended 
19..,applicabletomonthof ........ 


Bley On6 Name Oe ee 
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The effect of this entry is to reduce the income 
accounts for the current month to their proper 
figure, and to set up as a real element, appearing 
on the balance sheet, the credit figure for unearned 


income. During the succeeding period, the entry 
is reversed, as follows: 
DEFERRED BOARD INCOME............... $xx 
To MEALS.......0.. 00+ 0g. 5+ $xx 
ROOM RENTALS: ...... 2... 3.05 xx 
MISCELLANEOUS (Posted in Detail) .... xx 


To reverse entry setting up deferred income as at 
alta Shame 19.., and to credit to current month — 
income earned in that period. 
The use of weekly journal entries increases the 
clerical work of posting. Such entries, however, 


are of value in making possible a weekly recon- 


ciliation of the detailed balances with the control 
account, when the figures for weekly credit totals 
are available. Where the volume of work is large, 
frequent reconciliation is desirable. Working con- 
ditions in a particular organization will determine 
which method is to be preferred. 


\ 


Ledger Account Balances on Statements 


The balance of the Tabular Ledger Control ac- 
count records a net total figure for all the balances. 
of guests’ accounts as recorded in the subsidiary 
ledger, and may be a debit balance or a credit 
balance, as determined by a predominance of debit 
or credit balances in the subsidiary ledger. For 
statement purposes, sound accounting practice 
does not permit of setting forth this net figure 
upon a statement of financial position. , Analysis 
is made of the detailed account balances; the total 
of the debit balances appear among the assets 
as “Guests’ Accounts Receivable’; the total of the 
credit balances appears upon the liability side of 
the statement as ‘“‘Guests’ Accounts with Credit 
Balances.”’ | 

It will be observed that credit balances may exist, 
as at the end of an accounting period, in the account 
for deferred income and in certain accounts with 
guests in the subsidiary tabular ledger. Both of 
these items exist as ‘“‘real elements’—items which 
must appear on the balance sheet or other state- 
ment of financial position. As has-been indicated, 
preferred practice dictates that the total of the 
credit balances in guests’ accounts be shown on the 
statement as ‘‘Guests’ Accounts with Credit 
Balances,’’ or the like, as a liability. The item 
of deferred board, on the other hand, is not a true 
liability, but a deferred income item, to be credited 
to the income accounts of the succeeding period, 
and as such should be shown in a separate major 
heading on the statement. This distinction will 
be understood when it is seen that the deferred 
board is that portion of the service charge, due and 
receivable in advance in the current period, to be 
earned by the service organization in the succeed- 
ing period, whereas the credit balances in guests’ 
accounts represent prepayments of amounts not 
due—i.e., overpayment of accounts receivable, 
usually refundable in cash upon demand, should 
the occasion arise. 

(Continued cn page 29) 
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Graduation at Pace Institute, New York 


Annual exercises held on Saturday evening, November 15, 
at the Machinery Club, New York. 


Graduation at Pace Institute is a dis- 
tinctive affair—distinctive in its club- 
setting 1n the heart of the metropolis, 
distinctive in the character of the pro- 
gram, distinctive in the personnel of the 
graduating class. The details of this 


pleasing function will be of interest to 
our readers, who are interested, almost 
without exception, in proficiency in Ac- 
countancy and Business.—THE EDITOR. 


the heart of the financial section of the great 

metropolis, and which teaches its students 
every: month in the year in daytime classes, in 
evening classes, and by extension, must depart in 
many ways from conventional academic procedures. 
Hence it is that the graduation exercises of Pace 
Institute are as distinctive as its courses of study, 
its teaching methods, and its objectives. It is of 
these graduation exercises for the year 1924 that 
we now write. 

Students are graduated at Pace Institute in 
November. This month, at first, appears a strange 
one for concluding a fong and intensive course of 
study—strange because of the common association 
of springtime and the month of June with college 
and high-school commencements. In Pace In- 
stitute, however, beginning students register in all 
months of the year; and, because of this fact and 
because of unequal rates of progress, students com- 
plete their three years’ study at various times in the 
year. Moreover, there are two final examinations, 
one being held in February and one in July. When 
a student has completed his three years of work, 
has passed his final examinations in five subjects, 
covering twenty-two hours of examination work, 
and has completed satisfactorily his graduation 
thesis, he is ready for formal graduation. All the 
students who thus meet the rigorous requirements 
of the Institute come together in November, at 
practically the close of the year, to receive their 
diplomas in the presence of the faculty, the alumni, 
and their relatives and other guests. 

The commodious quarters of the Machinery Club, 
on the twenty-first and twenty-second floors of 
50 Church Street, were utilized for the graduation 
exercises this year. The program consisted of the 
graduation exercises proper, of an informal reception 
held at the close of the exercises, and of a dance 
that followed the reception. The students gradu- 
ated, whose names are given later, numbered 116. 
The total attendance at the exercises was seven 
hundred or more, and, aside from the graduates, 
consisted of the faculty, many of the third-year 


A N educational institution which is located in 


students of the Institute, who had been invited, 
many of the alumni, and relatives and other 
guests of the graduates. 

Mr. Homer S. Pace presided, and the musical 
program was directed by Mr. Joseph C. Myer. 
The exercises were opened by the singing of a 
stanza of America, after which Alfred F. Upson, of 
the law staff, gave greetings from the Institute 
and the faculty to the assembled guests. Mr. 
William C. Talley, Jr., a member of the graduating 
class, most creditably represented the class in the 
exercises by singing The Road to Mandalay. So 
great was the enjoyment of the audience that 
Mr. Talley, later on the program as a special 
matter, sang again for his appreciative audience. 
J. Pryse Goodwin, a member of the American 
Institute of Accountants and with the accountancy 
practice firm of Barrow, Wade, Guthrie & Co., gave 
the commencement address. In a_ peculiarly 
intimate and effective way, he pointed out the 
responsibilities and the opportunities of the ac- 
countant in public and in private practice and the 
part that the graduates might be expected to play 
in the future development of accountancy and in 
the solution of many pressing business problems. 

The engrossed sheepskins, the official credentials 
for which the members of the graduating class had 
striven so long and earnestly, were then presented. 
As the name of each student was called, he ad- 
vanced to the rostrum and received his certificate 
from Homer S. Pace. As each student came 
forward, there was a burst of applause from his 
personal friends in the audience, and the ceremony 
was lively and interesting until the last certificate 
was delivered. 

Notwithstanding the fact that no announcement 
had previously been made of the award of prizes, 
the Institute awarded a number of gold prizes in 
recognition of exceptional ability in scholarship 
and in the preparation of theses. The scholarship 
prizes were awarded on the basis of results in the 
final examinations, while the thesis prizes were 
awarded for merit with respect to constructive 
thought, English, and technical presentation. It 
happened, with respect to scholarship, that two 
graduates received the same average grade, and 
two first prizes were therefore given instead of one. 
The scholarship prizes awarded were as follows: 


First Prizes—John Herman Bulin, Jr. 
William Weber 

Second Prize—Anthony A. Keenan 

Third Prize—Harry Joseph McSwiney 

Fourth Prize—George A. Kelly 


The prizes awarded in recognition of special 
merit in the preparation of theses were as follows: 
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Prize—Carroll Francis Lewis, Subject—Budge- 
tary Control 

Second Prize—John Herman Bulin, Jr., Subject—Tabu- 
lar Ledger 

Third Prize—John V. Mahoney, Subject—Cigar Manu- 
facturing Costs 

Fourth Prize—John B. Supple, Subject—Wheat Ex- 

porting 


First 


Many of the theses, aside from those submitted 
by the graduates to whom prizes were awarded, 
were of so excellent a character that they received 
honorable mention at the graduation exercises. 
The students thus receiving honorable mention 
were as follows: 


Edwin H. Freed, Subject, Branch Accounting; 
Raymond W. Murphy, Subject, Property Records; 
David Gellar, Subject, Furniture Storage Ac- 
counts; D. Dunthorn, Subject, Oil Cloth Manu- 
facturers’ Accounts; Alvin Lichtenberg, Subject, 
Cigar Box Lumber Manufacturers’ Accounts; 
Herbert D. G. Evans, Subject, Typewriter Ribbon 
Manufacturers’ Accounts; Arthur S. Klafter, Sub- 
ject, Hotel Accounting; Samuel Grossbaum, Sub- 
ject, Hatters Supply. House Accounts; A. W. 
Koelbel, Subject, Elevator Manufacture Accounts; 
John Pegg, Subject, Steamship Operating Pro- 
cedures; M. R. Herrmann, Subject, Municipal 
Finances, New York City. 


The names of the 1924 graduates are as follows: 


Bruce William Dold 
Paul S. Donnan 

William Kenneth Dorfman 
Edward Hartley Dougan 
Morris Dworkin 

Jacob Ellman 

Bernard A. Evans 
Herbert Gwynn Evans 
John Thomas Foley 
Robert R. Follis 

Edwin H. Freed 
Edmund Alpheus Gehan 
David Gellar 

Abraham Gersohn 


Roy M. Abagnale 

J. Adair 

(thesley Chapman Barbour 
John E, Bloomer 
Charles Brownstein 
John Herman Bulin, Jr. 
Thomas F. Burke 
liverett W. Charters 
Jirle G. Christian 
Maurice Cohen 

John Maxwell Corson 
Frank E. Coyne 
Thomas Ambrose Cullen 
James Joseph Davis 
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Walter J. Gill ° 
William J. Gmelin 
Thomas J. Gorman 
Benjamin L. H. Goldberg 
Samuel Grossbaum 

J. Harry Grossman 

Leon Edward Gruber 
Arthur E. Hald 
Frederick J. Haller 
Henry G. Hansen 
DeEldon E. Hayner 
Mortimer R. Herrmann 
Saul C. Hertz 

Norman Richardson Heywood 
Morris H. Horowitz 
Thomas Pellew Hoskins 
Arthur G. Howsgill 
William I. Huntley 
Justin Jacobs 

George L. Jones 

David Kagan 

George A. Kelly 
Anthony A. Keenan 
Arthur William Kettenburg 
George E. Kirby 

Arthur S. Klafter 

Arthur W. Koelbel 
Joseph E. Krejcu 

Charles W. Krug 
Wallace Clifford Lamb 
Edgar Herbert Leander 
Samuel W. Lerer 

Carroll Francis Lewis 
Alvin J. Lichtenberg 
Martin W. Loughitano 
Ralph Goldsmith Lowe 
Sol J. Lupoff 

William James McCluskey 
John McFarland 

Donald McQueeney 
Harry Joseph McSwiney 
John V. Mahony 

Joseph M. Masheck 
Charles Ronald Mather 
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Hyman Metviner 

Carl Joseph Michels 
George Michie 

Francis Moscrop 
Herman Joseph Muller 
David W. Murphy 
Joseph Olsson 

Louis R. Orinstein 
John Pegg 

Charles L. Pelton 
George Choisy Rayner 
Emil Fred Reid 
Samuel Reiner — 

Frank A. Reitmeier 
Edward Richard Rimmels 
Frank C. Risch 
Arthur Roth ! 
Isaac M. Rothenberg 
William W. Scharf - 
Herman B. Schell 
Abraham M. Schlossberg 
Harry S. Schmidt 
William A. Schneider 
William E. A. Schrimpe 
Ernest George Schultz 
Benjamin Schuster 
Milton Daniel Shaw 
Francis M. Sheehan 
Meyer Slotkin 
Harry V. D. Smith 
Benjamin Spritzer 
John B. Supple 
William C. Talley, Jr. 
Edward Teston 

Alfred Earle Thibou 
John J. J. Tormey 
Harry Tumarkin 
Arthur E. Van Denberge » 
George E. Wasko 
William Weber 
William B. Weinberger 
David D. Weiner 
Henry G. Wolf 

Frank C. Wright 


Graduation at Pace Institute, Washington 


Annual exercises held on Saturday evening, December 6, at the New Ebbitt Hotel. 


The attainment of the credential of 
Pace Institute of Washington justifiably 
brings satisfaction to the men and 
women who graduate. In this article, a 
brief description is given of the gradua- 
tion exercises of the class of 1924.—-THE 
| EDITOR. 


ACE Institute of Washington, like the parent 
organization Pace Institute of New York, 
cafries on its affairs in a distinctive way. 

This tendency does not end with the distinctive 


character and coordination of the courses of study 
and of the teaching methods employed, but ex- 


- tends as well to the character of the professional 


tests to which students must submit in order to 
qualify for graduation and to the character of the 
graduation exercises. The students, too, give 
evidence of their distinctive personal qualities by 
the selection of a course of study everywhere known 
for its intensive character and rigorous require- 
ments. The term ‘distinctive’ just naturally 
suggests itself when the Institute, its work, and its 
students are under consideration. 

The distinctiveness and quality of the Institute 
and the members of the 1924 graduating class were 


| 


. 
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much in evidence at the annual graduation ex- 
ercises, held in the New Ebbitt Hotel on Saturday 
evening, December 6th. There were gathered 
not only the members of the graduating class, but 
also a large number of former graduates, many of 
whom are now in responsible positions with the 
government or in business; many undergraduates 
now attending the Institute; the members of the 
faculty and their families; and also, of course, a 
large number of admiring relatives and friends of 
the graduates themselves—fond fathers and 
mothers, admiring wives and sweethearts, and, in 
a number of instances, children who had come to 
see daddies or uncles receive their hard-earned 
school credentials. 

This goodly company met for the purpose of 
taking part, not only in the graduation exercises, 
but, as well, in the informal reception and dance 
that followed—they met for the purpose of spend- 
ing an evening in which the business of graduation 
was combined with social relaxation and happi- 
ness. This combined and distinctive program 
was carried out without fault or hitch, and marks 
another milestone in the progress of the Institute 
in the educational affairs of the great capital of 
our country. 

Judge Willett, in the natural order of things, 
presided. Judge Willett, who is dean of the law 
faculty, presides just as naturally and as effectively 
as Daniel Webster made a speech. He added 
much to the satisfaction and enjoyment of graduates 
and guests. Paul E. Clark, now of New York 
Pace Institute, formerly dean of the Washington 
School, journeyed from New York to extend greet- 
ings on behalf of the Institute and faculty to the 
graduates and assembled guests. Mr. Clark spoke 
in his usual forceful and happy manner, and his 
many friends among the graduates and guests 
were pleased to have him present to participate in 
the exercises. Homer S. Pace, who has, for many 
years, divided the time he devotes to teaching 
between the Washington and the New York 
schools, delivered the commencement address. He 
spoke particularly of the opportunities that lie 
before the graduates in both public and private 
practice. Mr. Pace dwelt upon the community 
responsibility that rests upon every professional 
man and, at this time, the responsibility that rests 
particularly upon men and women who are trained 
in procedures and methods that tend to disclose 
and to prevent commercial fraud and other financial 
crimes, and that promote sound and profitable 
business procedure. 

At the conclusion of Mr. Pace’s address, he per- 
sonally presented the graduation certificates to the 
members of the class. This part of the program 
was made interesting by the applause of the friends 
and relatives of the graduates. 

Commencement exercises are like y to be formal 
and oftentimes a bit uncomfortable. The Institute, 
however, guarded against such a possibility by 
the character of the program proper and by making 
provision for an informal reception and dance that 
immediately followed the exercises. Washington 
folks not only enjoy dancing, but know how to 
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dance, and this part of the program, which lasted 
until a late hour, was the climax of a very distinc- 
tive and happy evening. 

The members of the graduating class in Washing- 
ton, while falling considerably below in numbers 
that of a year ago, are up to the usual high stand- 
ard with respect to individual proficiency. The 
names of the graduating students are as follows: 


Allen, Shelby M. Michigan 
Brigham, Frederick L. Massachusetts 
Brown, F. Charles Illinois 


Bumgarner, Marvin Robert 


Busby, Raymond G. 


North Carolina 
Indiana 


Charlton, Millard T. Maryland 
Christman, Howard E. Pennsylvania 
Copeland, Wiley Virginia 
Feissner, John E. Pennsylvania 
Ferris, Daniel Joseph Kansas 

Ficks, Louis G. Kentucky 
French, Gardner M. Massachusetts 
Glascock, Edward E. Maryland 
Gregory, Edwin J. Rhode Island 
Howard, D. Kenneth New York 
Johnson, Gilbert Missouri 
Kirkland, James R. District of Columbia 
Kohr, Morgan J. Pennsylvania 
McKinney, Howard N. New York 
Meyer, William F. Missouri 
Morris, Wesley H. Virginia 


Murphy, Raymond W. 


Potthoff, Herbert G. 


District of Columbia 
Texas 


Robertson, Rosalie Virginia 
Schulz, Joseph A. Illinois 
- Sinker, Julius California 
Spicer, Hazel I. New York 
Strobel, Herman R. Ohio 
Walling, John G. District of Columbia 
Zlotnick, Henry D. Massachusetts 


The Institute offers no prizes, but reserves to it- 
self the privilege of showing special appreciation of 
exceptional ability in scholarship and in the prepa- 
ration of theses by awarding prizes in gold. The 
prizes awarded this year were as follows: 


Scholarship: Prize, Millard T. Charlton. Honor- 
able mention: Gilbert Johnson; Gardner M. 
French. 


Attendance: Prize, (perfect record) James R. 
Kirkland. Honorable mention (absent one 
session): Gilbert Johnson; William F. Meyer. 


Thesis: Prize, F. Charles Brown; subject ‘‘Cost 
and Branch Accounting of an Ice Cream 
Corporation.”’ Honorable mention: Wiley 
Copeland, subject, “Internal Revenue Collec- 
tion Accounting’; Edward E. Glasscock, sub- 
ject, ‘‘Methods of Check and Control Exercised 
by Accounting Departments of Express Com- 
panies’; James R. Kirkland, subject, ‘‘Pur- 
chasing Coal through the Bureau of Supply for 
Public Buildings under the control of the office 
of the Supervising Architect’’; John G. Walling, 
subject, ‘“Hotel Accounting and Auditing.”’ 
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Thrilling experiences of Pace Student in revolutionary Russia. 
A personal narrative by Edward J. Ottoson. | 


| From ‘“‘Red’’ Revolution to Accountancy Study 


| Here presented, in simple 
words, is the gripping story of a 
young man who has achieved 
American status after experi- 
ences worthy of the pen of a 
Dumas or a Hugo—a young 
man whose study of Account- 
ancy must occasionally be dis- 
turbed by the lurid shadows of 
the past—a plain story, but 
vibrating with human interest. 
—THE EDITOR. 


OOKING back to my past, I re- 
member the time when the first 
thought came to my mind to 

emigrate from Russia to America. I 
was born in St. Petersburg (riow Petro- 
grad) and was brought South by my 
parents when I was about three years 
old. When I was seventeen, one of my 
schoolmates and I decided to set off for 
America when we reached the age of 
eighteen. But one year later my friend 
fell in love and married, and, of course, 
our agreement turned out to be a hollow 
sound, though I personally did not en- 
tirely give up the idea of going to 
America, but simply postponed the day 
of my departure. 

The year 1914, when the World War 
broke out, found me still in the south of 
Russia, in Odessa, a Black Sea port. I 
was employed as a clerk in the office of 
the International Harvester Company’s 
Branch. In 1915, I entered military 
service, and remained in Odessa with 
one of the rear regiments to get the neces- 
sary preliminary training. This was 
the time when all the trouble and hard- 
ship of my life began. Being used toa 
quiet and peaceful home life, I was sud- 
denly put in the midst of a crowd of un- 
civilized, cruel, and wicked people with 
whom I had nothing in common. The 
sufferings I had to stand can not be ex- 
pressed in words. 

During the time of my training, an 
order was issued that all individuals who 
were serving in the Russian army, but 
who were of German or Austrian origin, 
should be sent against the Turks; and 
individuals having anything in common 
with Turkey should be sent against the 
Germans or Austrians. Through an 
error I was included in a list of persons 
of German origin and transferred to 
Trans-Caucasia. . Though being, from 
the side of my father, an Esthonian, I 
did not see any reason for arguing, and 
on I went. 

When the revolution broke out, I was 
one of the great many who believed that 
Russia stood upon the threshold of a new 
longed-for life, and who devoted all their 
time, effort, and ability to the execution 
of things which fell upon their shoulders. 
I was elected into the Regiment Com- 


mittee, and a few months later I, was 
delegated to serve as a representative of 
our regiment in the Committee of the 
Brigade. But I went to my new 
destination with rather bad feelings, be- 
cause my enthusiasm and belief in the 
possibility of creation of a new fair 
government and the zeal to work were 
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somewhat lessened by some of the in- 
cidents which occurred in our regiment. 
The well-known order No. 1, issued by 
the ‘‘Soviet,’’ disrupted and broke down 
the whole discipline of the Russian 
army, and the soldiers took advantage of 
the “‘liberty,’’ which they understood in 
their own way, and did not miss a single 
opportunity to insult or offend the 
officers. 

One thing is still alive in my memory 
as if it happened only yesterday, but 
which really occurred early in the fall of 
1917. Our regiment was located in a 
small village near Tiflis. One day we 
received a wire that in the neighborhood 
of our regiment there was operating a 
gang of robbers who did not spare any- 
body, and that we should take immediate 
steps to capture it. An expedition was 
sent out, and a few hours later a group of 
Georgians with their carts, horses, and 
cattle, was brought to our regiment. 


Several women and children were among 
the crowd. During the time that an 
investigation was being made, all the 
men were locked upina bungalow. The 
news spread all over the village in a 
twinkling of an eye, and the soldiers 
started to gather around the bungalow. 
The crowd gathered quickly and, being 
instigated by some trouble seekers, got 
excited and demanded the men be de- 
livered to them for the purpose of lynch- 
ing. The members of the Regiment 
Committee (I among them) did our best 
to avoid trouble, but when the crowd 
reached its highest point of excitement, 
we were pushed aside from the door of 
the bungalow, before which we were 
standing. The door was broken down, 
and some of the supposed robbers were 
pulled out and handled terribly. Stones, 
penknives, pieces of the broken door, 
and window frames were used to injure 
the victims. The sight of blood turned 
the crowd into a maddened mob, and 
this bloodshed was only stopped by the 
patrol. Two of the victims were killed 
and the rest injured considerably. Soon 
after that we received another wire from 
the Headquarters that the robbers were 
caught and that apparently our expedi- 
tion made a grievouserror. ‘The report 
of the investigation of the prisoners 
which came at about the same time, dis- 
closed that the group which had been 
locked up by our regiment was a group of 
peaceful Georgian peasants moving with 
their families and property to a new 
place. These poor people were im- 
mediately released, but two innocent 
lives were lost and an evil deed done. 


You can easily realize just what my 
feelings were when called upon to repre- 
sent a mob of this kind in the Brigade 
Committee. On the other hand, I felt 
all could not be condemned for the deeds 
of some of them. I still hoped that the 
revolution would come to a successful 
end, and had tried to build up in my 
mind all kinds of excuses for the evil 
deeds. 


Upon my arrival in the Brigade Com- 
mittee, I was elected secretary. There 
was a lot of work to be done and many 
nights found me at my desk. The 
Brigade Committee was composed of a 
pretty fair type of men, and I worked 
most willingly; but as time went on, 
every change of personnel of the com- 
mittee increased the number of mem- 
bers of Bolshevik faith, who finally 
gained the majority; and it became 
evident that a resolution would be made 
expressing confidence in the new Bolshe- 
vik government, which shortly got into. 
authority. One could foresee such a pro- 
Bolshevik resolution, and, to avoid sign- 
ing minutes in which this resolution 
would appear, I presented my resigna- 
tion from the position of secretary. I 
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much longer in a committee composed of 
members with entirely different ideas 
than mine and to work for a government 
with the principles of which I did not 
agree. I thought it best to break off 
once and forever my relations with any 
political work and arranged for my trans- 
fer to the business office of the Inspector 
of the Air Service. 

In July, 1918, the Germans occupied 
Trans-Caucasia, and I left the military 
service and went to my home town, 
which also was occupied by the Germans 
at that time. Soon the Germans 
withdrew their forces, and then began 
the continuous change of government 
authority in our city. Some of these 
governmental methods existed for several 
months and some only for a few days. 
It happened that simultaneously the ad- 
ministration of our city was in the hands 
of two different authorities with a line 
of demarcation of the two military forces 
in the middle of the town. Guns and 
machine-guns were placed along the 
streets and during the standstill the 
peaceful inhabitants were permitted to 
walk to and fro without being molested. 

The hardest living conditions existed 
during the days when the old authority 
was leaving and the new was being 
established. No order existed in those 
days whatsoever. It was very dan- 
gerous to go out after sunset and not 
exactly safe during the day. Robbery 
and murder were quite usual, but the 
people got used to cruelty and paid very 
little attention to a human body lying 
in the street. Nothing could be bought, 
as nobody knew what kind of wall paper 
(called money) would be good in the 
near future or for how long. 

After a few changes of authority, the 
Bolsheviks occupied Odessa. I under- 
stood that they did not like to see people 
cleanly dressed and wearing collars and 


‘neckties, so I got out my old uniform 


and put it on when going to my work 
the next morning. But before I reached 
the gate of the next house, I was stopped 
by two “‘reds.’”?. They both pulled out 
their revolvers, and, one walking before 
me and the other behind, they brought 
me back into a dark passage of the house 
where I was living. My mother and 
sister were just a short distance from the 
place where I thought I would have to 
part from this life. Luckily they gave 
me the opportunity to speak. I showed 
them my certificate of the Brigade 
Committee, which, luckily, I had with 
me. I suppose that the ‘‘red’’ who took 
it from me could not read at all, because 
he was holding my certificate up-side- 
down when looking at it as if reading, 
but his comrade was not far off and they 
apparently knew the seal, and after 
asking me a few questions and accepting 
me as one of “‘their own,’ they let me go. 


Such was my very first acquaintance 
with the Bolsheviks. Another time I 
was held up by a “‘red”’ patrol when 
going home at night. They brought me 
to the nearest,corner, where I had to join 
a group of victims, like myself, who had 
been surrounded by the other half of the 
patrol. While standing there, I noticed 
that the bayonet of the gun of one of the 
patrolmen, which he held ‘‘on guard,”’ 
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did not consider it possible to remain 


was making some kind of strange mo- 
tions towards my side and then like 
teasing me he drew it back again. He 
kept it up for a while; I could not under- 
stand at first the meaning of it, but I 
soon discovered that most of the patrol- 
men were heavily drunk and could 
hardly keep on their feet. I wondered 
how I would come out of this condition, 
if at all. After a few more victims were 
added to our group, we were brought 
before the ‘red’? commisar. I under- 
stood that my certificate of the Brigade 
Committee would not be of value to 
me in this instance, as the Commisar, 
I suppose, knew that the Committees in 
Trans-Caucasia, at the time when the 
certificate was issued, were against the 
Bolshevik government. I had foreseen 
such possibilities and acquired an 
identification card from the head office 
of the South-West Government Railroad, 
where I was employed. There was an 
order issued in the ‘red’”’ army to treat 
all the Government railroad employees 
carefully and in a friendly manner. My 
identification card served its purpose 
splendidly, and I was released immedi- 
ately. 

‘The conditions of life changed from 
bad to worse. A shortage in food sup- 
plies was felt, and there was an absence 
of fuel, and a continued decrease in the 
value of money. Wages and salaries 
were increased several times during one 
month. For example, one started the 
month with a salary of several hundred 
rubles and by the end of the month it 
was increased to several tens of thou- 
sands of rubles, and so on. 

The fall of 1919 brought the Volunteer 
Army back to our city, which also failed 
and had to leave Odessa in January, 
1920. I decided there was no reason 
for me to remain any longer in Russia 
except to be hanged to the nearest tree 
which, for some reason or ‘other, had not 
yet been cut for fuel. I evacuated and 
went to Constantinople. There I met 
Mr. Danner, the director of the Odessa 
branch of the International Harvester 
Company, who recommended me to his 
friend, Mr. M. S. Baker, comptroller of 
the Russian branch, American Y.M.C.A. 
in Constantinople. There could be 
written volumes of books about the life 
of the Russian refugees in Constanti- 
nople, and as I know several articles in 
newspapers and books were published 
on this subject, I do not consider it 
necessary to go into detail on this sub- 
ject. Being employed by the Y.M.C.A., 
which did a great deal of relief work, I 
came into very close contact with many 
of the Russian refugees and am com- 
pelled to say that many cases were just 
heartbreaking. I was glad that the 
position I held at the Y.M.C.A. gave me 
the opportunity to contribute my efforts 
in relief work done for the Russian 
refugees. I stayed with the Russian 
branch until it closed in October, 1922, 
working in the capacity of bookkeeper, 
cashier, and, finally, business secretary. 


After the Russian branch was closed, 
I was transferred to the American Navy 
Y.M.C.A. in the same city, where I was 
in charge of the money-exchange de- 
partment. The American sailors were 
usually ‘“‘shortchanged”’ by most of the 
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money exchangers that could be found 
at nearly every corner of the main 
streets of Constantinople. To stop this 
evil, the Y.M.C.A. opened a special 
exchange department at the Navy 
Y¥.M.C.A. Club, and the average ex- 
change done by this department was 
about $4,000 a day, in amounts of from 
$3 to $100. The highest amount for a 
day’s exchanges was reached on Christ- 
mas eve, when we exchanged about 
$9,000 for the day. 


In August, 1923, I sailed for America, 
and our ship got berth in Brooklyn on 
September Ist. We arrived two minutes 
too early and, therefore, we came into 
the August quota, which was practically 
filled. The question arose whether we 
would be permitted to go ashore or be 
sent back from whence we came. 
Everybody on board the ship who had 
any relatives in New York pressed upon 
them, and the wires worked pretty hard 
at that time between New York and 
Washington. When we were brought 
to Ellis Island, no definite answer had 
been received, and we made ready to go 
back to our ship, but, finally, after 
spending a few hours on Ellis Island, 
our release came and we were allowed 
to go ashore. 


Upon my arrival in New York, I got 
a temporary position with the Y.M.C.A., 
which gave me the opportunity to geta 
little better acquainted in this country 
and to hunt for a permanent job. 


I soon discovered that I was not quite 
fit for business in this country, and that 
I must take some steps to develop my- 
self and to specialize in a certain capac- 
ity. Mr. Wm. G. Schram, comptroller 
of the Overseas Division Y.M.C.A., 
advised me to take up a course in Ac- 
countancy and Business Administration 
at Pace Institute, and so I did. Now 
I am about half way through this course 
and am looking forward impatiently 
to the time when I shall complete the 
course and be entitled to call myself a 
graduate of the Institute. 


Credit Bodies’ 
Organization 
Against Fraud 


REPRESENTATIVE group of 
A credit men have been appointed 

to a committee organized for the 
proposed campaign against bankruptcy 
and commercial frauds which is to be 
carried on by more than twenty trade 
and credit organizations in New York 
City. 

The initial meeting of this organiza- 
tion committee, which consists of two 
official representatives from each of the 
organizations cooperating in the move- 
ment, was held on November 12, at 
two o’clock, in the rooms of the Silk 
Association of America. 


Much of interest to those affected by 
commercial frauds in the textile industry 
was discussed at the first meeting. 
Plans were made for more thorough 
cooperation in the future. 
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seeking always to make fully avail- 

able for public purposes the tech- 
nical and other resources of the American 
Institute of Accountants, finds no public 
problem of greater moment than that 
created by the present crime tendency. 

A popular but erroneous idea is that 
the so-called crime wave expresses itself 
solely in street banditry. The armored 
car, with guards and arsenal, is acommon 
sight in the most ‘fully policed streets in 
the country—streets in which a few years 
ago unarmed messengers and citizens 
transported money and securities with- 
out danger of molestation. Cashiers in 
every type of factory and small retail 
establishment have been held up—in 
many instances, they have been wounded 
or killed. Crimes of a fantastic and 
fiendish character are not unusual. We 
are obliged to accept, for the time being 
at least, a medieval condition. with res- 
pect to crimes against property and 
person. No one is unfamiliar with this 
expression of the crime wave. 

The fact that the crime tendency is 
expressing itself with equal force in finan- 
cial and office affairs, however, is not so 
commonly known or understood. Ac- 
countants are cognizant, by reason of 
their work as auditors, of this abnormal 
crime tendency—a tendency that results 
in an increased number of embezzle- 
inents, forgeries, credit frauds, and stock 
frauds. These crimes do not have the 
spectacular features of crimes of violence 
and therefore receive less publicity. Few 
people, even business men, comprehend 
the present conditions or the increased 
hazards that everywhere exist with re- 
spect to funds in the custody of sub- 
ordinates or agents and with respect to 
transactions based upon credit and other 
representations. 

This Letter-Bulletin, the second in a 
series dealing with matters of current 
public interest, has been prepared and is 
being distributed for the purpose of com- 
bating this crime tendency. It is the 
belief and hope of the accountants of the 
country that the dissemination of the 
facts, together with constructive sugges- 
tions, will help to restore normal con- 
ditions as regards fiduciary relationships 
and representations made for credit and 
other business purposes. 

Generally speaking, losses from finan- 
cial crimes result from forgery, embezzle- 
ment, and financial misrepresentation— 
crimes that are not ordinarily associated 
with violence. These losses from finan- 
cial crimes cannot be guarded against to 
any appreciable extent by armed guards 
or steel vaults, and even the detection of 
such losses is often a matter of difficulty. 
The prevention of losses depends prin- 
cipally upon the use of procedures and 
office appliances and upon the making of 
audits, which discourage embezzlement, 
forgery, and financial misrepresentation. 

Professional accountants are every- 
where extending help of this kind—they 


Tee Committee on Public Affairs, 


The Crime Tendency 


The American Institute of Accountants, through its Committee on Public 
Affairs, combats rising tide of financial crime. 
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are constantly engaged in making audits 
that tend to discourage or that lead to 
the detection of commercial fraud; and, 
of even more consequence, they are often 
engaged in devising and installing meas- 
ures for preventing fraud and other 


irregularities. Because of these activi- 
ties, the accountants of the country are 
exceptionally qualified to make facts 
available and to suggest remedies to the 
public that will aid in correcting the 
present alarming condition. 

First of all, and briefly, the startling 
facts with respect to the increase that has 
taken place in office crime within the last 
few years will be stated. 


Losses from Financial Crimes 


The total annual losses from financial 
crimes has been estimated by fidelity and 
surety company officials to amount each 
year in this country to the stupendous 
total of three billion dollars—a sum com- 
parable to the value of the entire annual 
imports of the nation. More than one- 
half of these losses are of especial interest 
to practising accountants because of the 
relation that their work bears to the 
prevention and detection of the losses. 
These losses, amounting to $1,600,- 
000,000, are as follows: 


Losses from embezzlements and 

forgeries 7) tae ee ie. $ 200,000,000 
Losses from credit frauds...... 400,000,000 
Losses from stock frauds...... 1,000,000,000 


The estimates, particularly with re- 
spect to credit frauds and stock frauds, 
are broad approximations. The Post- 
master General of the United States 
estimates that frauds perpetrated by 
mail (not all necessarily stock frauds) 
amount to a billion dollars a year. The 
National Association of Credit Men 
estimates, on a conservative basis, that 
the losses from credit frauds, including 
fraudulent insolvency and bankruptcy 
cases, amount to $160,000,000 a year. 
In any event, the losses from credit 
frauds and stock frauds are tremendously 
large—so large, in fact, as to constitute 
a menace to the prosperity of the general 
community. 

The total of the estimated annual 
losses from embezzlements and forgeries 
is divisible about equally between the 
two classes of crime — approximately 
$100,000,000 of losses result from embez- 
zlements and approximately $100,000,000 
of losses result from forgeries. One 
surety company, in fact, places the 
annual losses from embezzlements alone 
at $125,000,000 ayear. The estimate of 
$200,000,000 of losses for both classes of 
crime is accepted as a conservative es- 
timate for the purposes of this Letter- 
Bulletin. 


The Increase in Fidelity Losses 
The term ‘‘fidelity”’ is used to describe 


‘the bonds provided by fidelity and 


surety companies to indemnify employers 
against losses arising from dishonesty on 
the part of employees. These losses are 
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usually due to the crimes of embezzle- 
ment and forgery, and amount to the 
stupendous annual aggregate before 
stated—$200,000,000. ‘ 

The following succinct record of fidelity 
premiums and losses for the past seven 


years—1917 to 1923, inclusive— is taken. 


from The Argus Casualty Chart, an 
official insurance publication issued by 
The National Underwriter Company: 


eee eee 


Fidelity Losses Loss 
Year | Premiums Paid Per Cent. 
of Premium 
191 $10,098,065| $2,485,673 25 


7 
1918 11,242,804 
1919 14,707,840 
1920 18,074,137 
1921 27,136,474 
1922 24,590,510 
1923 29,071,164 


3,156,233 28 
4,637,153 32 
4,968,325 27 
11,544,250 43 
9,373,856 38 
9,873,881 34 


In a note concerning these figures, the 
publishers state that some companies 
report surety business with fidelity, and 
vice versa. The figures are believed to 
be the most accurate obtainable. 

The increase in the percentage that the 
losses bear to the premiums received 
shows a startling upward tendency. In 
1917, the companies paid back to in- 
surers—in reimbursement of losses—25 
cents out of each dollar received in 
premiums; in 1921, 43 cents, an increase 
of 72 per cent. The year 1923 shows a 
reduction in the percentage returned. 
This reduction, however, may be due, in 
whole or in part, to the more careful 
selection of risks by the companies, in- 
duced by the heavy increase in losses. 
In any event, the increase in the per- 
centage of losses over the seven-year 


-period is convincing evidence that the 


crime tendency is expressing itself in 
office crimes. 

The above figures represent the com- 
bined experiences of the companies in- 
suring against fidelity losses. The result 
as to ratio of losses to premiums in a par- 
ticular company, of course, is likely to 
vary from the average. One company 
reports a ratio in 1921 of 31.4 per cent; 
in 1922, of 43.5 per cent; and in 1923, of 
36.5 per cent. The year 1923, it will be 
noted, still remains high in comparison 
with 1917. The conditions are tersely 
and forcibly expressed by one of the large 
surety companies under date of June 16, 
1924, which stated, ‘the Company is 
today handling twenty-five fresh defalca- 
tions every working day as against 
thirteen two years ago.” 

The public paid to the forty-five surety 
and fidelity companies, in 1923, as shown 
above, $29,071,164 in fidelity premiums. 
Notwithstanding the fact that the busi- 
ness of the companies has increased 
rapidly, the coverage of the business 
community is far from complete. Ifthe 
estimate of aggregate losses is substan- 
tially correct, it is evident from the 
tabulation above given that not more 
than five per cent. of the losses is covered 
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by fidelity bonds. The public as a whole 
sustains every dollar of the losses in- 
curred, including the cost of the opera- 
tion of the insurance companies. The 
return of part of the premiums received 
‘operates to protect the particular in- 
dividual or business organization from 
disastrous loss—a most desirable thing 
to be sure—but it does not relieve the 
business community as a whole from any 
part of the loss. 

The prevailing tendency was forcibly 
brought out by Mr. B. J. McGinn, 
manager of the Claim Department of the 
American Surety Company, in a recent 
addresstoaccountancystudents. Among 
other things, Mr. McGinn said: 

“There is much fraud and dishonesty 
practised today. It is not confined to 
any particular locality; it is universal, 
and, according to the statistics of the 
American Surety Company, there are 
more defalcations at the present time 
than at any other time in the history of 
the Company, dating back over a genera- 
tion. Inthe early part of this year I had 
occasion to make a survey of the claims 
presented against my Company for the 
‘~preceding year, and the result led to the 
conclusion that the majority of losses 
were chargeable against young men. A 
further analysis indicated that these 
young men had been reared with little, if 
any, moral training, and in a moment of 
temptation were too weak to resist. 
During the past six months a decided 
change has apparently taken place, at 
least the defaults reported to us have, in 
the main, been committed by older men 
—men who, because of their age and ex- 
perience, should have known better, and 
who should have had a full realization of 
the penalty for their unfaithfulness to 
their trusts. 

“These statements, however, are purely 
academic in so far as a talk suchas I am 
supposed to give you men is concerned, 
except that they will serve to show that 
proper safeguards are to be provided so 
that men in all walks of life will be im- 
mediately detected in any effort they 
may make to steal or embezzle the money 
of their employer. This is no simple 
task; for no matter how complete or com- 
prehensive may be a particular account- 
ing system, you may rest assured that 
an employee who sets out to steal his 
employer’s money will invariably find 
the weaknesses of the system. The 
ingenuity displayed by defaulters is as- 
tonishing, and it often makes one marvel 
what wonderfully successful men these 
fellows would be if they applied their 
talents along proper lines. It is, there- 
fore, a constant battle of the wits of the 
accountants and systematizers against 
the scheming dishonest employee.”’ 

Figures are not available to show the 
increase that has taken place in losses 
from credit and stock frauds. It is 
certain, however, that during the last 
few years these losses have greatly in- 
creased, despite the extraordinary efforts 
that have been put forth by legislatures, 
by prosecuting officials, by credit men 
and bankers, and by civic organizations 
on behalf of investors and the business 
public. 

An abnormal crime tendency un- 
doubtedly exists—a tendency which im- 
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poses stupendous and unnecessary losses 
upon the producing members of the com- 
munity, and which strikes at the very 
foundations of society. Every right- 
thinking citizen, particularly every citizen 
who is technically trained with respect to 
financial affairs, should immediately do 
what he can to stem the rising tide of 
crime. 
(To be continued) 


Visualization in 


Classroom Teaching 


XTENDED experimentation has 
been made by Pace Institute in 
methods of visualization in class- 

room teaching. As a result of these 
experiments, made by Homer S. Pace 
and Charles T. Bryan, many thousands 
of stereopticon slides have been prepared, 
many of them based upon original 
drawings. A large number of these 
slides are used regularly in the instruc- 
tion of the advanced semesters of Pace 
Institute. 

From time to time, calls have come 
from associations of teachers in various 
parts of the country for a derronstration 
and explanation of the unique methods 
used in the Institute. Sometime since, 
for example, Mr. Pace addressed the 
headmasters of the Boston public schools 
at a special dinner given at the City 
Club in Boston. Asa result of the talk, 
several of the procedures described, in- 
cluding the use of field trips as an aid to 
classroom instruction, have been adopted 
in the Boston High School of Commerce. 

Mr. Pace and Mr. Bryan received 
recently an invitation from Miss Grace 
Helene Miller, of the New York Society 
for the Experimental Study of Educa- 
tion, to speak before the Commercial 
Section of that society on the subject of 
“Visualization in Teaching.’’ Accord- 
ingly, the matter was presented to a 
large audience assembled in the Wash- 
ington Irving High School, on Friday 
evening, November 14th. The number 
in attendance included Dr. Belding, 
C.P.A., who is in charge of commercial 
education for the entire city of New 
York. After the presentation, there 
was a question-and-answer session, which 
developed many matters of interest. 


MARTIN VAN BLARCOM announces 
the removal of his law office from 12 
Gold Street to 140 Nassau Street. 
Mr. Van Blarcom is a member of the 
law faculty of Pace Institute, New York. 


JOHN C. McDERMOTT, of the law 
faculty, Pace Institute, New York, an- 
nounces the removal of his law offices 
from 27 William Street to 130 West 
42d Street, New York City. 


COLA SANFORD PECK and HENRY 
ZUCKERMAN, C.P.A’s, announce the 
removal of their offices to 256 Broadway, 
New York City. 


PATRICK J. MOYNIHAN, A.B., 
C.P.A., announces that on and after 
November 1, 1924, his office for the 
practice of professional accountancy 
will be located in the Park Square Build- 
ing, Boston, Mass. 
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Major Jerome 
Lee Nicholson 


AJOR Jerome Lee Nicholson, of 
MI. J. Lee Nicholson and Company, 
and founder of the J. Lee 
Nicholson Cost Accounting Institute, of 
Chicago, died very suddenly in San 
Francisco on Sunday, November 2, at 
the age of 62. This simple statement of 
the passing of a leader in the profession 
of accountancy will bring sorrow to his 
professional co-workers and to his host 
of friends in the business world. ‘J. 
Lee’’ as we all knew him, has finished his 
work. He accomplished much, and his 
good works live after him. 

Mr. Nicholson’s life was one of self- 
development and progress from a very 
modest beginning to highest rank in the 
profession of accountancy—a life that 
should furnish inspiration to every young 
man and young woman seéking success. 
Mr. Nicholson, although born in the 
South, early went to Pittsburgh, where 
he received a common-school and busi- 
ness-college education. While still 
young, he found it necessary to get a job 
and earn his own living. 

Starting as office boy for the Keystone 
Bridge Company, he soon won promo- 
tion to the engineering department. In 
this department his duties consisted in 
making out shop bills and in drawing up 
sketches and plans that were used by 
the foreman and the superintendent of 
the company. It was in this depart- 
ment that Mr. Nicholson found his life 
work, for it was here that he developed 
his first liking for cost accounting—a 
branch of accounting in which he 
specialized and in which he rendered 
very effective service to hundreds of 
business organizations, to the govern- 
ment during the war period, and to 
thousands of students of accountancy. 

During his spare time, Mr. Nicholson 
studied accountancy; and when the 
opportunity came to him, he accepted 
an accounting position with the Penn- 
sylvania Railroad Company. His duties 
consisted in calculating the cost of water 
used in the tenders of locomotives 
throughout the Pennsylvania Railroad 
System. He served in this position for 
a year, and, in 1885, came to New York, 
where for two years he acted as book- 
keeper and later as salesman for a 
business organization. 

Mr. Nicholson had long had in mind 
entering the professional practice of ac- 
countancy on his own account; and, in 
1889, he started practice under the name 
of J. Lee Nicholson. Later, he found it 
advisable to take in other accountants 
as partners, and the firm name was 
changed to J. Lee Nicholson and Com- 
pany. Mr. Nicholson and the firm of 
which he was the senior partner have 
rendered invaluable accounting service 
to a large number of business organiza- 
tions, particularly to manufacturing 
organizations in the development of cost 
systems and procedures. 

During the war period, the Govern- 
ment had need for Mr. Nicholson’s 
services. He served, first, with the 
Federal Trade Commission and, later, 


Page 28 


was commissioned a major in the 
Ordnance Department. In the latter 
department, by reason of his expert 
knowledge of costs, he rendered very 
important service to the Government 
in the clearing up of cost-plus contracts 
that were executed during the war. 

Mr. Nicholson took an active interest 
in accountancy societies. At the time 
of his death, and for more than twenty 
years previous, he was a member of the 
New York State Society of Certified 
Public Accountants, and for several 
years served as its First Vice President. 


He was formerly a member of the // 
American Association of Public Ac-/ 
countants, and at the time of his death, 
was a member of the American Institute) 
of Accountants, the successor organiza-' 
American Association of\ 


tion to the 
Public Accountants. In 1919, he called 
the meeting in Buffalo from which re- 
sulted the National Association of Cost 
Accountants, which at present is doing 
noteworthy work in the field of cost ac- 
counting. The founding of the Asso- 
ciation was Mr. Nicholson’s idea, and 
it was principally through his efforts 
that it was formed. This great Society, 
so long as it endures, will bear evidence 
to the constructive thinking of Mr. 
Nicholson. 

In the field of education, Mr. Nichol- 
son rendered a great service. For many 
years he lectured at Columbia Univer- 
sity on Cost Accounting; and several 
years ago, he established in Chicago the 
J. Lee Nicholson Cost Accounting Insti- 
tute, the only school in the country, so 
far as we know, devoted exclusively to 
the teaching of cost accounting. Mr. 
Nicholson was always interested in 
educational activities, and large num- 
bers of students have profited by his ex- 
cellent advice and instruction. In 1917, 
he stated his views on this subject to 
the Editor for publication in THE PACE 
STUDENT—views that may well be 
repeated here: 

‘*The big need of today in Business is 
for young ‘men who are capable of mak- 
ing correct decisions on business matters. 
Present conditions being what they are, 
this ability can be and must be largely 
developed by means of the study of 
subjects which bear upon and reflect the 
promotive and executive aspects of 
Business as it is carried on throughout 
our country today.” 

Mr. Nicholson was, in addition, a 
writer and speaker on Cost Accounting. 
He is the author of numerous articles on 
this subject that have appeared in trade 
publications from time to time; and he 
has written several books on Cost Ac- 
counting, which have found favor as 
textbooks and reference books in schools 
and colleges teaching accountancy. 

Mr. Nicholson was an untiring worker, 
even under the handicap of failing health. 
When his health failed him, he went to 
California for a rest, but he immediately 
became active and established an office 
for the practice of industrial engineering 
in Los Angeles and later another office 
in San Francisco. 

Mr. Nicholson will long be remem- 
bered as an able practitioner of his 
chosen profession, as a tireless worker 
for its elevation to the plane of the older 


professions, and as an author and teacher 
whose writings and teachings have 
paved the way to success and happiness 
for many an ambitious young man and 
young woman. His death was a great 
shock to the members of the profession 
which he so ably served and to countless 
business organizations and students who 
have benefited | by-his work and teaching. 


» agit Des 
Accountancy 
7 Definitions 
HE readers of THE PACE 


STUDENT will, no doubt, be in- 
terested in recent correspondence 
between Mr. H. C. McJilton, of Balti- 


more, and the Editor of THE PACE 


STUDENT. Mr. McJilton’s letter fol- 
lows 2 ek = eae 

“Please differentiate the following 
terms: theory of accounts; theory 
and practice of accounts; applied 


theory of accounts; principles of: 


accounting. I think this differentia- 
tion would be of interest to all readers 
of THE PACE STUDENT.”’ 


In reply, the Editor wrote as follows: 


“‘A well-accepted definition of theory 
(Standard Dict.) is, ‘a body of the 
fundamental principles underlying any 
science or application of a_ science.’ 
There is also a more general use of the 
term for the purpose of referring to any 
rational statement or explanation of 
observed facts. 

“When used with respect to account- 
ing in the phrase theory of accounts, 
it is intended to describe the principles 
to which accepted accounting procedure 
conforms. For example, it is a principle 
of double-entry procedure that for 
every fund of values, there is an ac- 
countability that exactly equals the 
amount of the fund. This accounta- 
bility runs, first, to creditors, if there are 
obligations that are to be met out of the 
fund; and, secondly, to the owner or 
owners of the fund. If no debts exist, 
the entire accountability is to owners. 
The statement and explanation of this 
essential principle of double-entry is a 
matter of theory. 

“The term practice, when used in the 
phrase theory and practice of ac- 
counts, refers to the actual procedure 
carried out in the keeping of accounts, 
as distinguished from the statement and 
elucidation of the theory on which the 
practice rests. The term art is some- 
times used instead of the word practice 
for a similar purpose, particularly among 
teachers, who often refer to the theory 
and art of teaching. 

“The term applied theory of ac- 
counts is used, no doubt, to refer to the 
practical application of principles. The 
term is sometimes used to describe the 
analysis and study of accounting pro- 
cedures with respect to the theoretical 
principles involved. The term to my 
way of thinking is a bit obscure by reason 
of lack of general acceptance; and I, 
therefore, seldom use it. The Institute 
uses the term applied in conjunction 
with economics to indicate a distinc- 
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tion between general academic treat- 
ment of the principles and the specific 
applications of the principles in business 
organization and practice. 

“The term principles of accounting 
is used to indicate the body of well-ac- 
cepted generalizations to which sound 
accounting procedure conforms. A par- 
ticularly important principle has already 
been cited. Among others, could be 
mentioned various principles with re- 


\ spect to the valuation of assets for the 
‘purpose of recording and stating finan- 
cial transactions and various principles 


relating to the construction of ac- 
counting records. Many principles with 
respect to accounting remain to be dis- 
covered and stated.”’ 


Day School Lecture 


HIGHLY interesting lecture was 
delivered to the Day school as- 
sembly, Pace Institute, New 

York, on November 10th, by H. J. 
Carroll, manager of the Lecture Bureau 
ofthe New York Telephone Company. 
Mr. Carroll took ‘‘Service’’ as the 
basic theme of his talk. He discussed, 
in a very interesting manner, service 
from the viewpoint of the telephone 
company and the different ways in which 
the word ‘“‘service’? may be interpreted 


‘for general business use by the sub- 


scriber. 

He likened the person who calls on 
the telephone to the ‘“‘business guest’’ 
who makes a personal call at the offices 
of the organization. Mr. Carroll es- 
pecially emphasized the necessity of the 
same expression of courtesy on the tele- 
phone as would be extended a visitor 
if he were calling in person. 

Mr. Carroll pointed out the need for 
proper enunciation. and modulation of 
the voice in talking over the telephone, 
and he demonstrated the proper methods 
of receiving and completing a telephone 
call. 

In addition to giving the instructive 
points of information pertaining to the 
proper use of the telephone, Mr. Carroll 
gave some very interesting historical 
data on the past success of experiments 
by Alexander Graham Bell about forty- 
eight years ago. He demonstrated the 
points with reproductions of the original 
model of the first successful telephone. 

Mr. Carroll’s address was interspersed 
with bits of humor which added to its 
interest. 


LYBRAND, ROSS BROS. & MONT- 
GOMERY, accountants and auditors, 
members of the American Institute of 
the American Institute of Accountants, 
Accountants, announce that Mr. 
Accountants, announce that Mr. George 
F. Bauer, certified@public accountant, 
heretofore connected with their NewYcrk 
office, will be associated with Mr. 
Richard Fitz-Gerald, certified public 
accountant, in the management of their 
Detroit office. 


PAUL G. BURROUGHS, of the law 
faculty of Pace Institute, New York, 
has recently moved his law offices from 
30 Church Street to 140 Nassau Street. 
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| The Tabular Ledger 


| (Continued from Page 20) 


The question of reconciliation arises 
when, in making up monthly statements, 
it is desired to present the balance of ac- 
counts receivable from guests, if the 
tabular ledger week (assuming the week 
is used) does not coincide with the end of 
the month. The reconciliation is most 
conveniently effected by abstracting, 
after the last entry, debit or credit, under 
date of the expiring month, and before 
the entry of items under date of the suc- 
ceeding month, a list of the balances as 
they appear in the detailed accounts. 
The total of this list of balances should be 
in agreement with the balance of the con- 
trol account as at the month-end. If 
this procedure is not followed, it will be 
apparent that the balance of the control 
account will usually be a different 
amount from the summary of the bal- 
ances of the detailed accounts as at the 
last day of the week in which the month- 
end occurs. Since the general account- 
ing records are kept on a monthly basis, 
the control account figure governs, and 
it becomes necessary to adjust the sum- 
mary balance of the detailed accounts to 
the proper figure to effect the reconcilia- 
tion. This step may be carried out in 
wo ways, and it is a desirable procedure 
to employ both as an additional check in 
case of doubt. 

The first method involves the ascer- 
tainment of the total of the entries for 
cash credits to the control account 
subsequent to the close of the accounting 
period, up to and including the date of 
the close of the tabular ledger week, 
by reference to the cash receipts records; 
this figure, added to the net balance of 
the recapitulation of the detailed ac- 
counts (if this net balance is a debit— 
if it is a credit, the net balance is de- 
ducted from the figure obtained), and 
taking into consideration adjusting 
journal entries, will give the balance of 
the control account. The _ second 
method also involves securing informa- 
tion as to cash credits subsequent to the 
end of the accounting period, but from 
the detailed tabular ledger accounts in- 
stead of from the general books. An 
adding machine total is secured of all 
credits entered in the Credit column of 
the tabular ledger for the overlapping 
week from cash receipt tickets dated in 
the succeeding accounting period; this 
total, added to the summary of the 
week-end balances in the recapitulation, 
will give the balance of the control 
account. By reason of the fact that the 
adjustment and reconciliation will in- 
variably effect a reduction in the credits 
to guests’ accounts, and since the charges 
are entered in guests’ accounts in ad- 
vance, the resultant balance will be a 
debit, recording an asset, which will 
appear upon the balance sheet as 
Guests’ Accounts Receivable. 


Adjustments 
Comment has previously been made 


upon the importance of keeping in mind. 


the fact that the tabular ledger is a 
subsidiary ledger record, containing 
detailed ledger accounts which differ in 
form only from the standard ledger 
account, and which are subject to recon- 
ciliation with a bookkeeping control 
account. In the following considera- 
tion of the various adjustments which 
are from time to time required to be 
made in tabular ledger accounts, this 
attitude of mind is essential. 


Entry of Charge Later Determined 
to be an Overcharge, Either in 
Whole or in Part: An overcharge, 
arising through error or from other 
causes, will result, if the payment made 
by the guest is in the amount which 
should have been charged, in a debit or 
black-ink balance in the Balance column, 
unless a correcting entry is passed before 
the balance is set down. The entry 
required to correct the effect of such an 
overcharge, whether in a current period, 
so that the correct balance may be 
brought forward, or at a time when an 
incorrect balance has been brought 
forward from a previous period, is as 
follows: 


MEALS SERVED «265.05 eae os os Os $xx 


ROOM RENTALS. ae 
MISCELLANEOUS (Posted i in Detail) . 
To TABULAR LEDGER CON. - 
TROD Ur) Bish vate teers seein $xx 


To correct overcharge in tabular ledger 
in, account .Of a. oe. » week 
ended 


Detailed posting of the credit effect of 
the entry is made in the Credit column 
in the tabular ledger; reference is made 
toni. do NOs 

The necessity for making journal 
entries to correct errors in the current 
period may be avoided if the Charge 
column totals are not entered or posted 
until the end of the week. In this case, 
a reduction of an overcharge is accom- 
plished by inserting a red-ink entry in 
the amount of the adjustment in the 
Charge column immediately above the 
erroneous charge, in order to reduce the 
column footing. The use of the journal 
entry is recommended, however, for the 
value of the audit control it affords over 
adjustments in guests’ accounts. In 
no case should the figures in the original 
entry of the charge be erased or changed. 


Entry of Charge Later Determined 
to be an Undercharge: The effect of 
entry of an undercharge, if the correct 
amount is collected from the guest, will 
be reflected in the determination of an 
erroneous credit balance in the guest’s 
account. Ifthe fact is discovered in the 
current period, simply entering the 
additional amount in the Charge column 
will effect the proper adjustment. If 
column footings for the current tabular 
ledger period have been inserted, the 
additional amount may be added to the 
charge for the succeeding period, pro- 
vided the succeeding tabular ledger 
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period is in the same accounting period 
as that in which the undercharge 
occurred. 

If the tabular ledger accounts have 
been closed and the balances carried 
forward as at the end of the accounting 
period, and it is desired to bring into the 
income accounts of the current period the 
adjustment for income earned but not 
charged for, entry is made as follows: 


TABULAR LEDGER CONTROL.. 

To MEALSSERVED. ae 
ROOM RENTALS.......... 
MISCELLANEOUS (Posted in 

Detailer ier separ alse e are 

For income for current period, not en- 

tered in tabular ledger, as follows: 
(Show details) 


.. $xx 


: 


Detailed posting of the charge is entered 
in red ink in the Credit column of the 
tabular ledger under the week in which 
the journal entry is made, and is iden- 
tified os reference to “‘J. E. No..... » as 
at. .19...’’ This pro- 
cedure i is ; followed to avoid having the 
adjustment affect the total of the Charge 
column, used as a basis for securing 
totals of income for the succeeding 
period. 

If payment is made in the same tabu- 
lar ledger period as that in which the 
adjustment is passed, entry of the credit 
for payment is made in black ink in the 
Credit column in the usual course and 
offsets the charge; if payment is not 
made, a balance is carried forward. 
Reconciliation of the control account 
with the detail will be effected during the 
period between the date as at which the 
adjustment is made and the date of the 
actual adjustment in the tabular ledger. 
Proper notation of the cause for the 
difference, with reference to the ad- 
justing journal entry, will avoid compli- 
cation. 


Adjustment for Refund of Amount 
Charged for and Collected pet 

he 
fact that the necessity for a refund of 
amounts paid in past periods exists is 
prima facie evidence, in the ordinary 
course, that an overcharge has been met 
by a payment in & corresponding amount 
by the guest. Since this is so, no 
erroneous balance will exist in the tabu- 
lar ledger, and the adjustment will 
therefore affect the income accounts 
only. The theoretical entry for a refund 
is as follows: 


MEALSISERVED)o = 7 pee oe oe $xx 
ROOM RENTALS. as 
MISCELLANEOUS (Posted i in Detail) . 
To CASH 
For refunds to guests, monthof........ 
19. ., as follows: (Show details). 


me: 


As a matter of practice this theoreti- 
cal entry to the credit of Cash is made 
in the check register, either for a check 
issued to the guest or guests for the 
refund, or for the petty cash reimburse- 
ment check if the refund was’made from 
petty cash. 


Adjustment for Refund of Amount 
Paid in Advance: Differing from re- 
funds of past overpayments, refunds of 
advance payments determined to be 
refundable do affect balances in ex- 
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istence in the tabular ledger; for this 
reason, the entry for adjustment must 
be made in both control account and 
subsidiary record, as will be seen from 
the following entry: 


TABULAR LEDGER CONTROL... .$xx 


hO GASH ye.) Abo «ee oe oe $xx 
For refunds of advance payments by 
eiiedtsMonth OF |... ts 19.., as 


follows: (Show details). 


As in the case of the previous entry, 
this theoretical entry will also be made 
as a matter of practice in the check 
register, either for a check payable to 
the guest or for the petty cash reim- 
bursement check. Detailed posting of 
the debit effect upon the guests’ ac- 
counts, in reduction of credit balances, 
is made by the entry in red ink in the 
Credit column (so as not to distort the 
footing of the Charge column, from 
which income account figures are ob- 
tained) of the amount refunded; refer- 
ence is made to “‘J. E. No......”’ 


Adjustment for Removal from 
One Room to Another, During 
Tabular Ledger Period: The account- 
ing complication incident to removal 
from one room to another can sometimes 
be avoided by permitting removals at 
the end of the tabular ledger period only. 
If this is not feasible or desirable, the 
necessity for adjustment will result from 
the duplicate entry of charges for a 
single service—entry of the charge for 
the full period against the room orig- 
inally occupied, and entry of the charge 
for the portion of the period after re- 
moval against the room into which 
transfer is made. This duplicate entry 
of the charge is desirable in furtherance 
of the audit procedure, and a change 
made during a period should not be per- 
mitted to appear in the tabular ledger 
as a change at the end of the period, 
by allowing the original charge to stand 
without adjustment. The adjustment 
is made as follows: 


MEALS SERVEDE occ ekaee $xx 
ROOM: RENTALS Uecy eel are 
MISCELLANEOUS (Posted in Detail). xx 
To TABULAR LEDGER CON- 
TROL Be eee ie eee $xx 
To adjust nominal accounts and control 
to nullify effect of duplicate entry of 


enarge sagainst 1 eas » Temoved 
from Room to .Roomie, ae: 
eee eae 193% 


The portion of the charge applicable 
to the room into which the transfer is 
made forms the basis of the above entry 
in the control account and is also the 
amount chargeable against the guest 
under the room number into which the 
removal is made. Posting of the credit 
from the cash receipt ticket is split in 
accordance with the division of the 
charge. 

The necessity for making journal 
entries for this type of adjustment may 
be avoided if the Charge column totals 
are not entered in ink or posted until 
the end of the week. In this case, a 
reduction of the duplicate charge is ac- 
complished by inserting a red-ink entry 
in the amount of the second charge in 
the Charge column immediately above 


PAC ze STUDENT 


the first charge for the full period, so as 
to reduce the column footing. The use 
of the journal entry is again recom- 
mended, however, in furtherance of 
complete audit control over adjustments 
in guests’ accounts. 


Adjustment for Removal from 
One Room to Another, with Balance 
in Account: The account of a guest 
who moves from one room to another at 
the end of a tabular ledger period may 
contain a balance, either debit or credit, 
which must be transferred to the guest’s 
account on the line for the room into 
which removal is made. This transfer 
is best accomplished by an entry as 
follows: 


TABULAR LEDGER CONTROL 


LROOnTING. 2 YN Wee ie ne Oa 
To TABULAR LEDGER CON- 
TROL (RoomNo.....)..... $xx 
For transfer of balance of account of 
dea fe from Room No. ... to 
Room No SRAS OL spe. a) 5 oA ere 
19... 


If a debit balance exists, the detailed 
posting of the credit is made in the 
Credit column of the succeeding period 
against the existing balance, and the 
detailed posting of the charge is entered 
in red ink in the same Credit column 
against the guest in the room into which 
removal was made. If a credit balance 
exists, the detailed posting of the charge 
is made in the Credit column of the 
succeeding period in red ink, in order 
not to distort the figures used for ar- 
riving at credits to income accounts, 
and the detailed posting of the credit is 
entered in the same Credit column to the 
credit of the guest in the room into 
which removal was made. . 

The necessity for the journal entry 
may be avoided if an existing balance 
is offset by a red or black ink figure in 
the Balance column and re-entered 
against the guest in the room to which 
the account has been transferred. The 
use of such a procedure, if both debit 
and credit entry are made on the same 
page, will not disturb page footings or 
balances. Should the debit and the 
credit appear on different pages, the 
balance of each page will be affected to 
the extent of the adjustment, for the 
current period only. The discrepancy 
will work itself out in the recapitulation 
of page totals, and will not affect page 
balances for future periods. Preferred 
practice dictates the use of the journal 
entry, for audit and control purposes. 


Adjustment for Transfer of Un- 
collectible Balance to ‘‘Suspense’’: 
In cases where a guest has given up 
residence and a debit balance remains in 
the guest’s account, the amount may be 
carried forward in the account even 
after the guest has departed, if there is a 
reasonable expectation that collection 
will be made. In order to avoid the 
necessity of so carrying forward bal- 
ances from period to period for an undue 
length of time, the items are transferred 
to a special section of the tabular ledger, 
ruled in ordinary ledger account form, 
or to some other record, in a ‘‘Suspense”’ 
account, where they are held awaiting 
such final disposition as may be deter- 
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mined upon. A journal entry is passed 
upon the general books, thus: 


TABULAR LEDGER SUSPENSE 


CONTROL. ..... ss see eRe 
To TABULAR LEDGER CON- 
TROD) oot. seen en $xx 


Detailed posting of the credit is made 
in the Credit column in the tabular 
ledger, the number of the journal entry 
being indicated. 

Circumstances may arise which will 
result in the existence of a credit balance 
in the account of a guest who has de- 
parted. If it is not possible to effect a 
refund immediately, this credit balance 
may also be transferred to Suspense, by 
anentry as follows: 


TABULAR LEDGER CONTROL... ..$xx 
To TABULAR LEDGER SUS- 


PENSE CONTROL........ $xx 
For transfer of credit balance in account 
OLS: ee » Room No. ..., from 


current tabular ledger to Suspense 
account. 


Detailed posting of the charge is made 
in red ink in the Credit column in the 
tabular ledger, and reference is made to 
the journal entry number, as before. 


Adjustment for Change of Rate of 
Charge: Changes in the rate charged 
for service are usually made at the most 
convenient time, with due regard to 
individual circumstances—that is, at a 
given week-end, or month-end, or upon 
the arrival of a new guest. No ac- 
counting adjustment is necessary, there- 
fore, unless a further complication fol- 
lows upon the change of rate; common 
procedure is to strike out the old rate 
in the Rate column, and to insert the 
new rate, with the date of change. 
Changes and dates of changes should be 
closely supervised in the internal audit 
procedure. 


Adjustment for Credit by Reason 
of Allowance: Circumstances some- 
times arise under which guests are 
credited for special items other than 
payment, such, for instance, as a possible 
“split”? of the credit arising from 
amounts received for transient accommo- 
dations in permanent guests’ rooms 
during their temporary absence. Sound 
accounting procedure dictates that the 
statistical value of the income accounts 
be not destroyed; the agreed charges are 
entered against both transient and 
permanent guest, and adjustment is 
made in the Credit column in the tabular 
ledger and in a special account for the 
allowance, thus: 


ALLOWANCES TO GUESTS FOR 
TRANSIENTS ACCOM- 
MODATED*. 4.) ee $xx 

MISCELLANEOUS (Posted in Detail). xx 

To TABULAR LEDGER CON- 
TRO Pee ee $xx 
For allowances made to guests as follows: 
(Show details). 


Posting of the detailed credit effect is 
made in the usual way, reference to the 
journal entry number being indicated. 
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Other Adjustments: The necessity 
for other adjustments of a special nature 
may arise from time totime. No matter 
what the nature of the adjustment may 
be, its treatment will in all cases be 
governed by the fact that the tabular 
ledger is a subsidiary record, controlled 
by a bookkeeping control account in the 
superior authority ledger. 


Tracing of Errors 


The facility with which errors may be 
avoided, and if made, the ease with 
which they may be traced in the tabular 
ledger, are distinct advantages in the 
use of the tabular ledger as against the 
use of other types of records for situa- 
tions such as are here assumed. Errors 
in page balances may be traced by 
sequential verification of column cross- 
footings, verification of column footings, 
and verification of individual account 
balances. Errors in summary balances 
ate traced by checking the carrying for- 
ward of page totals, followed by checking 
of page totals and balances as indicated. 


Differences between the summary of 


detailed balances and the balance of the 
control account are found by sequential 
verification of recapitulation totals 
against journal entries, of footings of 
recapitulations, verification of carrying 
forward of page totals, verification of 
footings of charge and balance columns, 
and rechecking of agreement of cash 
credits to detailed accounts with sum- 
mary entries for cash receipts in cash 
teceipts records. 

Sound procedure dictates the regular, 
periodic reconciliation of control with 
detail and the immediate tracing of 
errors in balances. The finding of 
errors resolves itself into a procedure of 
retracing the steps taken in making the 
entries as an original routine matter. 


Internal Audit 


In addition to the steps which have 
been indicated from time to time in 
connection with routine procedures, the 
use of a daily housekeeper’s report of 
vacant rooms is recommended. Copy 
of this report, approved by the house 
director, is made available to the person 
in charge of room assignments and to 
the staff auditor. Audit verification is 
made of the fact that a charge has been 
entered for each room other than those 
indicated as vacant, and notation to the 
effect that this step has been taken is 
entered upon the report, which is then 
filed in chronological sequence. 

In furtherance of the principle of 
internal audit, the division of work is 
arranged, wherever possible, so that the 
work of one person effects a check upon 
the work of another in the carrying out 
of the routine procedures. Thus, the 
work of issuing cash receipt tickets and 
receiving cash is in the hands of a person 
other than the one posting the cash 
receipt tickets to guests’ accounts; the 
entry of items in either the debit or the 
credit columns, or both, in the subsidiary 
records is in the hands of a person or 
persons other than the one in charge of 
the control accounts; and the entry of 
the charges in the tabular ledger is in 
the hands of a person other than the one 
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entering the postings of the credits. 
In addition, as a distinctive matter, 
staff audit procedures are carried out as 
suggested, final verification usually 
being made by the employment of pro- 
fessional accountants. 


Accounts of Transient Guests 


The major function of the tabular 
ledger in institutions is the handling of 
accounts with permanent guests. Ac- 
counts of transient guests, where the 
service afforded transients is only inci- 
dental to the work of the organization 
as a whole, are best recorded on ledger 
cards, but in order to bring into a single 
record all charges to guests and credits 
to income for the same type of service, 
for audit’ and control purposes, the 
details shown on the ledger cards are 
recapitulated daily in a special section 
of the tabular ledger, ruled as shown on 
Form 3, from which postings to the 
general books are made. 

A simple type of ledger card, including 
a balance column, and providing space 
for such supplementary, non-accounting 
information as may be desired, is set up 
for each transient guest. Since pay- 
ment by transient guests, as with 
permanent guests, is required in advance, 
and since payment is usually the first 
notice given of a transient’s desire to 
secure lodging, it is customary to enter 
the charge for the service and the credit 
for payment, from the cash receipt 
ticket, in the guest’s account at the same 
time. If the guest is permitted to use 
accommodations before payment is 
made, the charge is entered from room 
assignment records, and the credit is 
posted from the cash receipt ticket in the 
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balance. The daily totals are carried 
to a recapitulation sheet; periodic foot- 
ing of the charge column on this re- 
capitulation sheet forms the basis of 
entries as follows: 


TRANSIENT GUESTS LEDGER 
CONTROL A CCOUNT.... 
To ROOM RENTALS.......... 
MEALS SERVED........... 
MISCELLANEOUS (Posted in 
Detatl yh uel pier p et xx 

For income from transient guests, period 
from 


The per diem charge for transient ac- 
commodations may cover room rental 
only, in which case the entry would be 
changed to conform to the conditions. 
Posting of credits for payments by 
transient guests is made from the cash 
receipt records in a manner similar to 
that employed for payments by perma- 
nent guests. The balance of the control 
account is reconciled periodically with 
the summary of the balances of the 
detailed accounts as shown by the daily 
recapitulations. 

Since the charges and credits are 
entered from day to day, no deferred 
income will appear as at the end of the 
accounting period. Credit balances in 
the accounts of transient guests, how- 
ever, may result in the existence of a 
credit balance in the control account as 
at the end of the accounting period. 
The total of these credit balances may 
appear upon the balance sheet as ‘‘Credit 
Balances in Transient Guests’ Ac- 
counts,’’ or may be merged with the 
figure appearing for the balances of the 
accounts of permanent guests. Should 
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Form 3 


usual course. If advance payment is 
made, the credit balance of the account 
is shown in the balance column; debit 
balances are likewise shown daily. 
When all guests’ accounts have been 
posted, the debit, credit, and balance in 
each account are entered opposite the 
room number on the recapitulation 
sheets. Rooms not used, and reported 
as vacant upon the daily housekeeper’s 
reports, are so indicated by writing the 
word ‘‘Vacant”’ in the charge column. 
All money columns are footed; the 
opening balance, plus the total of the 
charge column, minus the total of the 
credit column, results in a _ closing 


both debit and credit balances exist in 
the detailed accounts, the sum of the 
debit balances will be shown as an asset 
and the sum of the credit balances will 
appear as a liability, as in the case of 
balancesin accounts of permanent guests. 

Adjustments to the accounts of 
transient guests will be made in the 
same manner as has been outlined for 
adjustment to permanent guests’ ac- 
counts. Detailed posting will be made 
to the individual ledger cards, and, in 
addition, will be carried to the daily 
recapitulations, which are subject to 
reconciliation with the Transient Guests’ 
Ledger Control Account. 
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Accounts for Deposits 


It is a common practice to require a 
deposit if reservation is to be made of 
transient accommodations. This de- 
posit is usually of a nominal amount, 
and is credited to the account of the 
guest when charge is made for the ac- 
commodations used. If sufficient notice 
is given that the reservation will not be 
taken up, the deposit may be returned; 
if no notice is given, the deposit is 
forfeited. 


Money received for deposits is ac- 
counted for by the issuance of a cash 
receipt ticket in the usual manner. The 
original of the cash receipt ticket is 
given to or held for the prospective 
guest; the duplicate forms the basis for 
an entry to the credit of the prospective 
guest, either on a formal ledger card, or 
upon a blank of a special color to indi- 
cate the reservation, upon which will be 
recorded simply the name and address 
of the guest, the date for which reserva- 
tion is desired, the date reservation is 
made, and space for the number of the 
room assigned. The cards are filed in 
chronological order, are removed at the 
proper time, for the assignment of rooms 
by the person charged with that responsi- 
bility, and may be used, upon arrival 
of the guest, for a record of room 
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occupants at the telephone switchboard, 
or for other like purposes. The dupli- 
cate receipt tickets are also entered in 
summary, along with the receipt tickets 
for cash from all other sources, in the 
cash receipts book, and effect a debit to 
Cash and a credit to Deposits Control 
account. Recoritiliation is made at 
periodic intervals to determine agree- 
ment of the balance of the control ac- 
count with the detailed balances shown 
on the card accounts. 


When the guest arrives and pays for 
the cost of accommodations, reference 
to the deposit card indicates the amount 
of the deposit, and notation of the 
amount is entered upon the cash receipt 
ticket. The amount of cash shown as 
received is the actual amount paid at 
the time of arrival, the deposit having 
been receipted for previously. When 
posting of the,.cash receipt ticket 
bearing notation Of a deposit applied is 
entered by the person in charge of the 
transient record, the deposit is entered 
as a credit item separate from the actual 
payment, and is so carried to the daily 
recapitulation of;-transient accounts. 
The total amoutit of deposits applied 
daily, as ascertained from the credit 
column on the recapitulation sheets, is 
summarized, and, at periodic intervals 
forms the basis for an entry as follows: 
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DEPOSITS CONTROL ACCOUNT .. .$xx 
To TRANSIENT GUESTS LED- 


GER CONTROL ACCOUNT §$xx 


When a refund of a deposit is made, 
the receipt secured from the prospective 
guest, attached to the voucher in support 
of a petty cash reimbursement check, if 
refund was made from petty cash, or 
the check issued to the prospective guest, 
if refund was made by check, forms-the 
basis for an entry in the check register 
effecting a debit to the Deposits Control 
account and a credit to Cash. Detailed 
entry of the refund is made on the 
deposit card, and the card is removed 
from the current file. 

If deposits are forfeited, notice is 
given by the person in charge of room 
assignments to the general bookkeeper 
daily; memorandum of forfeited de- 
posit is kept, and at periodic intervals 
forms the basis of an entry as follows: 


DEPOSITS CONTROL ACCOUNT ...$xx 
To INCOME FROM DEPOSITS 


FORFEITED... ..,...+..-- $xx 
For deposits forfeited, period from 
UR ah ae 19... to. eee eee 


The credit balance appearing in the 
Deposits Control account at the end 
of the accounting period will appear 
upon the balance sheet asa liability. 


Registration for January classes 


inAccountancy and Business Administration 
is now under way in Pace Institute in New York, Newark, 
Washington, and many other schools using the Pace 
Course. Pace Institute of New York, in addition, an- 
nounces January classes in— 

Public Speaking ; 

English; 

Special Accounting for Women | 
Pace Institute of New York also conducts Extension (correspondence) 
instruction in Accountancy and Business Administration for the 


benefit of students who cannot enroll in a resident school. Enrol- 
ment may be made at any time. 


Application should be made now for opening dates of classes and for 
detailed information. Early registration is desirable to assure a class 
reservation. January is a favorable time to begin your study pro- 
gram. Arrange the details as early as practicable. 


Pace Institute 


Newark 
24 William St. © 


New York 
30 Church St. 


_ Washington 
Transportation Building 


. 
J 
. 
| 
7 
7 
: 
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Will the Profession of Saeko "HE 


Become Overcrowded? 
By Homer S. Pace, C.P.A., 


i 


of Pace & Pace 


HE question, “Is the practice of accountancy 
likely to be overcrowded within the next few 
years?”’ is often asked by the young man or 

woman who is considering whether or not the work 
of the public accountant offers a satisfactory voca- 
tional opportunity. We answer unhesitatingly that 
the field of public practice is not overcrowded, and 
we confidently state our belief that accountancy 
will not be overcrowded for a generation to come. 
Many reasons may be cited for our opinion. The 
scarcity of supervising accountants tells its own 
story. Practicing accountants will tell you that it 
is extremely difficult to find competent senior 
accountants who are capable of taking responsible 
charge of engagements. Positions commanding 
salaries ranging from $3000 to $5000 per annum go 
a-begging. Admittedly, it takes five years and 
more for one to qualify for such a position. Why 
is it difficult to obtain and to hold supervising 
accountants? Chiefly because they enter inde- 
pendent practice on their own behalf or accept 
private employment as controllers, treasurers, or 
executive accountants. For twenty years and 
more, the writer has watched the demand on behalf 
of firms in accountancy practice for competent 
supervising accountants; and, despite the fact that 
thousands of men have qualified for the work, it 


was never so difficult as at present to obtain the 


services of accountants of this type. 

This condition is accounted for by the fact that 
the demand for authenticated statements as the 
basis for credit and corporate promotion and for 
technical help in the preparation and audit of tax 
returns has more than kept step with the education 
and training of men competent to perform the 
work. Nothing more: intricate from the technical 
viewpoint has confronted the people of this country 
in a hundred years than the payment of taxes on an 
income and excess-profits basis. The energies of 
thousands of accountancy-trained men and women 
have been entirely absorbed by this work. The 


’ services of more than three-fourths of the men and 


women who have studied accountancy have been 


absorbed by the vast activities of private business. 
In fact, it is probable that not even ten per cent. 


of the students who enroll in accountancy schools 
engage permanently in public practice. 
These-conditions are not likely to change quickly. 


‘The necessity for each business and for thousands 


of individuals to keep accounts of income and re- 
lated expenditures for tax purposes has made man- 
datory accounting work that was optional a decade 
ago. The need of profit determination, the desir- 
ability of finding accurate costs, the benefits to be 
obtained by budgeting—all these things and others 
have breathed life into the dry bones of the account- 
ing-house bookkeeping of our fathers. Even the 
bookkeeper of the old type—pencil over ear, expert 
in rapid addition and red rulings—has almost van- 
ished. In his place have come, on the one hand, 
cash registers, bookkeeping machines, time-clocks, 


adding machines, loose-leaf ledgers, cards, electric 


sorting and analyzing devices; and, on the other 
hand, the technically trained accountant working 
as an executive of the private business organization 
or as an accountant in public practice. Somewhere 
in between the modern devices and the technically 
trained accountants will be ‘found many specialized 
clerks of one kind and another; but the good old- 
fashioned bookkeeper, holding in head and hand 
the mysteries of double-entry, is nowhere on the 
horizon. 
- Will the demand for specific and authenticated 
facts as a basis for business management and as a 
basis for the granting of credit continue and ex- 
pand? Will it reach out and out until even the 
smallest retail business is brought within the circle 
of scientific procedure? Or will the demand remain 
as it is or lessen? The future of accountancy, both 
in public and in private practice, lies pretty much 
in the answer to this question. 

~The answer is that we are now in fact but enter- 
ing the era of the scientific recording and state- 
tent of financial facts. The time may come in 
twenty-five years, or in fifty years, when the schools 
of accountancy will be called upon merely to supply 
accountants to take the place of those who retire 
or who make that final accounting to which all men 
are subject. Now, it is otherwise. The condition 


he similar to that which existed pu in the 
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automobile industry. It was not a question, during 
the first twenty-five years, of replacing cars worn 
out, but rather a question of meeting the needs of 
a field entirely unsupplied with motor facilities. 
The schools of accountancy, and the few original 
practitioners have been confronted with the devel- 
opment of accountants, not merely to take the 
place of those who were retired for one reason or 
another, but to provide the original supply for the 
entire country. 

No, young man (or young woman, for many 
women there will be in accountancy in the years to 
come), your worry should not be as to the present 
and future opportunities in accountancy practice. 


STUDY of the careers of industrial leaders 
will reveal that most of them built their 


careers on a very definite foundation. This 
foundation may havé been law, accountancy, 
engineering, chemistry, or finance. “Although the 
growth and complications of modern industry may 
require greater specialization, the basic principles 
of business will always remain the same, and the 
one who can master these principles is best pre- 
pared for leadership. 


The opportunities of a man possessing a definite 
vocational training lie in applying this training 
either to strict professional practice or to the ad- 
ministration of a private enterprise. The purpose 
of this article is to point out the value of an 


accountancy training upon which to build an ex-. 


ecutive career. 


The very fundamental object of industry is to 
make profit. The article that is produced is merely 
incidental to the making of profit. Even the 
banker is not primarily interested in what is made 
or how it is made, but rather in what profit is 
made, and his first request will be for reports 
setting forth the profit experience of the business. 
Too often this fact is lost sight of. Inthe stress and 
strain of daily activities, the object sometimes 
seems to be the producing or marketing of a certain 
product, not if such production or marketing will 
make a profit. What is to be gained in spending 
large sums of money, time, and effort in developing 
a product that cannot be sold? F requently, the 
sales department is responsible for stressing a 
product which may easily be disposed of in their 
effort to make a big showing, but nothing is to be 
gained unless this product can be sold at a profit. 


These statements seem too elementary for repeti- 
tion, yet every executive can cite instances from his 
experience where the concentrated effort was placed 
on beating competition, developing a beautiful 
piece of work, or doubling sales only to find, when 
the goal was reached, that large sums of money had 
been sacrificed with no possibility of an adequate 
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Accountancy Training Vaiuable Vocational Asset 


By Howard L. Gibson, former student of Pace Institute, Secretary, The American 
, Manufacturers’ Foreign Credit Underwriters, New York 


fa 


February 


Rather, you should concern yourself, first, as to 
whether or not you have the natural inclination and 
capacity to perform the work of the accountant 


properly; and, secondly, as to whether or not you - 


possess the industry and perseverance necessary to 
prepare yourself for the technical and responsible 
duties of the accountant in public practice. If you 


find you qualify on these essentials, lay hold of the 


task before you in justifiable confidence of success 
—success from the performance of tasks that pro- 
mote the good of private enterprises and the wel- 
fare of the body politic, as well as success from the 
viewpoint of income and the accumulation of a 
competence. 


return. Because of the zeal of accomplishment: 
the ultimate object of profit was slighted. In the 


same way every experienced accountant can tell of 


many business enterprises that did not appreciate 
the value of accounts, costs, and reports. It is 
surprising to see the number of so-called modern 
business institutions that attempt to run their 
affairs without complete costs or accounts and con- 
sequently never know exactly where they stand. 


If profit is so fundamental, it is only logical | 


that executive committees in discussing business 
policies should start at costs, profits, and losses and 
build their policies upon these facts, which usually 
record past experiences. Otherwise, the final re- 
sults may be entirely inapplicable or impractical, 
and such results are not uncommon. 

Since the duties of industrial leaders are to make 


decisions regarding business policies, and these 
decisions should be based on costs, with the ulti- 


mate object of profit always in mind, there, can be 


no better training than accountancy for such in- 
dustrial leadership. This training may supple- 


ment a training in law, chemistry, engineering, or 
finance, but the executive with a full appreciation of 
the value of accounts will always be in a better 
position to administer his business and formulate 
new policies. | 

Accountancy is very similar to engineering in 
that it is an exact science and deals in facts. 
mind training derived from either of these subjects 
is invaluable to the conduct of business. The 
engineering or accounting method of attack of a big 
proposition means a thorough, clean-cut analysis 
of its foundation before going ahead with it. ‘Many 
a business failure could have been avoided if there 
had been more than the frequent superficial ex- 
amination and quick decision. Too many con- 
cerns jump from one thing to another without hold- 
ing on to one long enough to derive the full benefit 
from it and without being sure of their step before 
jumping. A thorough grounding in accountancy 
or engineering develops a mind training which 
offsets this cursory method of operating. 
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A Unique Office for Practicing Accountants 


This article will bring to the minds of the readers of The Pace Student similar articles 
published in earlier issues of this magazine. Particularly, it will be recalled that Messrs. 
Nau, Rusk & Swearingen, of Cleveland, converted an old-time mansion in to modern ac- 
countancy offices. Messrs. Lybrand, Ross Bros. & Montgomery have, as it will be seen, 


done likewise in Los Angeles.—THE EDITOR 


average client upon entering the office of a 

professional auditor for the first time ex- 
pects to find rows of adding, calculating, and re- 
producing machines such as are displayed annually 
in the business show. Of course, he expects to be 
treated civilly. However, he is usually surprised 
when he finds that his interview is not reduced to a 


nae points to the fact that the 


The Structure 


_stop-watch basis and that, after all, public ac- 
countants are just plain human beings endeavoring 
to render a special, technical service in the best 
possible manner. The second visit is usually ac- 
complished without any hesitancy on the part of 
the client. 

After the pleasant relations between client and 
accountant have progressed a bit, the former finds 
that, although mechanical devices designed to 
facilitate office work are a necessary adjunct, they 
comprise by no means the auditor’s entire stock in 
trade. A good accountant’s chief claim to dis- 
tinction lies in the fact that after years of experience 
with the accounting routine of numerous industries 
and organizations, he has built up a capacity for 
disposing of intricate business problems readily 
and in an efficient manner. 

In the East the office of the public accountant is 
not unlike the average business office. Usually, 
the auditors prefer, so far as it is feasible to do so, 
to become established in the district in which the 
majority of their clients have their offices. 


With the development of the West, it was neces- - 
sary for the firms with large eastern offices to open 
branch offices in order to keep pace with the prog- 
ress of industry. As is generally known, the opera- 
tions of large corporations of the present time ex- 
tend from coast to coast, and by establishing branch 
offices the larger public accountancy firms have 
placed themselves in a favorable position for han- 
dling the work of such organization economically as 
well as efficiently. It naturally follows, there- 
fore, that the accountancy offices of San Francisco, 
Los Angeles, and Seattle, in the main, are of the 
same type as those of New York City. 

We qualified the last statement for the reason 
that there has recently been.established in Los 
Angeles a public accountants’ office which is so 
different from what one usually expects to find that 
it should receive special mention. One naturally 
expects, from the various reports from Los Angeles 
dealing with increase in population, climate, 
motion pictures, and the like, unique things from 
that city. Accordingly, no great furor was created 
when the announcement was received that Klink, 
Bean & Company and Lybrand, Ross Bros. & 
Montgomery, accountants and auditors, had open- 
ed their. new office at 935 Valencia Street, Los 
Angeles, California, and that the latter address 
was a converted dwelling-house in the midst of the 
home section, a considerable distance from the 
bus‘ness district. In order that this new departure 


may be appreciated, it is desirable to describe the 
facilities quite fully. 


A Staff Room 
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Instead of the usual office entrance, the client is 
at first impressed with a well-kept lawn, shrubs, and 
stately palms leading to a gabled house. 

Once inside the main door, the visitor finds a 
reception hall and a stairway leading up to the 
staff rooms. The information counter and steno- 
graphic departments are to the left. The floors 
and stairs are covered with carpet and curtains 
adorn the windows. A home atmosphere prevails 
throughout. 

What were formerly living rooms are now ex- 
ecutive offices, and the sleeping apartments have 
been converted into staff rooms. The old pantry 


% 


Reception Room 


is now used as a storage for stationery, and a large 
reinforced concrete vault has been constructed in 
the rear of the building for the protection of records 
from fire and theft. 

The kitchen has been left intact, and the girls in 
the office have the advantage of preparing their 
food and serving it on the summer porch. 

A garage with space for twelve cars affords ample 
facilities for parking purposes for both clients and 
employees. ) 

The usual office essentials, such as telephone, 
telegraph, electric lights, and the like, have been 
installed with the result that the office is modern 
as to these essentials. 

Who can gainsay the fact that the accountant 
can work more efficiently in such a peaceful en- 
vironment after a strenuous period in a busy 
office in the city compiling the necessary data, or 
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that the new departure, affording comfort, sun- 
shine, and good ventilation, is conducive to the 
physical and mental health of the principals and 
staff? 

According to reports, the clients enjoy the short 
trip by auto from the heart of the city and find it 
more convenient to discuss intricate business 
problems away from the clamor of crowded streets. 

Judging from the success of this venture it would 
not be surprising if other firms should follow the 
precedent established through this unique departure 
on the part of a prominent firm of public ac- 
countants whose activities cover the continent. 


Accountancy Epochs 


CCOUNTANCY development may be di- 
/\ vided in eras comparable to those adopted 
by geologists to record the stages of world 
evolution. The accountancy eras may be stated 
thus: 
1875 and previous—chaos. 
1875-1900—the primary era, accountancy taking 
root here and there by the development of an occa- 
sional, isolated practitioner, culminating in the 
group organization of the American Association of 


Public Accountants in 1887, and the enactment of . 


the first C. P. A. legislation in New York in 1896. 

1900-1925—the secondary era, accountancy be- | 
coming recognized by progressive business organiza- 
tions and by legislation in all the states providing 
for the title of certified public accountant (C. P. A.), 
and giving standing, but conferring no right of 
restricted practice. . 

1925-1950—the tertiary (present) era, account- 
ancy becoming everywhere recognized as a profes- 
sional accompaniment of modern industry and com- 
merce—an era destined to witness the placing of 
the practice of accountancy on a restricted basis 
comparable to that existing in law, medicine, and 
dentistry. 

It will be seen that the public practitioners of this 


country, and accountancy students generally, are 


entering upon the great tertiary period in account- ' 
ancy. Accountancy, in fact, is just beginning its 
history as an organized and ‘‘going”’ profession. All . 
the efforts to date have done but little more than 
to fix in the consciousness of the people of the coun- 
try at large the need for accurate accounting records 
and the impartial and “scientific verification of 
financial facts. 


THE PACE STUDENT 


A monthly Magazine of service interpreting the 
purpose, spirit, and needs of Modern Business 


Subscription $1.50 a year, Payable in Advance 


PACE & PACE, Publishers 
30 Church Street New York City 


Copyright, 1925, by Pace & Pace 
a 


(925 


Page 37 


Safeguard Measures for Building and Loan Associations 
By Charles T. Bryan, C.P.A.(N.Y.), of Pace & Pace 


HE accounts of a large New Jersey building 

and loan association were recently audited 

by a firm of certified public accountants. As 
a result of the examination, it has been reported in 
the public press that a shortage of many thousands 
of dollars seems to exist. 

Irrespective of the causes to which the seeming 
shortage in the particular instance may be attrib- 
uted, there appears to be a general disregard, on the 
part of many such associations, of sound principles 
in connection with the receipt of deposits from 
members. The writer has on more than one oc- 
casion seen an officer or an employee of a building 
and loan association receive cash from a member, 
make entry in the pass-book of the member, and 


then place the cash in his own pocket, with the ~ 


evident intention of turning it in to the secretary 
at the close of business. One is led to wonder what 
would happen if the memory of the officer or the 
employee were faulty with respect to the exact 
amount of such deposits. 

Five simple precautionary rules are necessary in 
order to safeguard the handling of moneys received. 
The first rule is that moneys should be taken in only 
at certain designated places, and not at any desk or 
other location in the office at which a particular 
officer or employee may happen to be at the time a 
member wishes to make a deposit. Once the desks 
or windows at which cash may be received have 
been designated, there should be no deviation from 
_the rule, and it should be required that deposits be 
made at such locations. The possibility of a deposit 
given to an officer or an employee being overlooked 
is thus reduced to a minimum. 

The second rule is that only certain persons 
should be permitted to receive cash. In many 
organizations, however, such limitation on the num- 
ber of people to receive deposits would not meet 
with favor. The rule is, however, very desirable. 

The third rule is that money received be placed 
in the cash drawer and be not carried, even tem- 
porarily, on the person of the officer or employee 
who has received it. In this way the possibility of 
the individual’s personal funds being mingled with 
the association’s funds is eliminated. 

The fourth rule, and one that would be an in- 
novation in a great number of associations, is that 
a receipt should be issued in addition to the entry 
in the pass-book. The receipts should be numbered 
and should preferably be issued from a duplicating 
machine, with which one or more carbon copies of 
each receipt can be made. The original receipt 
should be issued to the depositor; the duplicate 
should ,be placed in the cash drawer or other ap- 
propriate receptacle until the end of the business 
day. At that time, the duplicate receipts should be 
arranged in numerical sequence, and every number 


in the sequence should be accounted for. The 
amounts shown by the receipts should then be 
totaled and reconciled with the amount of cash in 
the drawer and with the deposit tickets. If it 
should happen that a receipt is spoiled or voided, 
the original and the duplicate of the receipt should 
be retained and accounted for with the good re- 
ceipts. Entry may be made immediately in the 
cash book; or the cash book may be written up at 
a later, more convenient, time from the duplicate 
receipts or from the deposit tickets. The auditing 
committee may use the duplicate receipts in con- 
nection with their audit of the cash book. 

The issuance of duplicate receipts in the manner 
explained is not an untried device, although its 
application to the operation of a building and loan 
association may be new. The method is in com- 
mon use in many institutions that have to handle, 
in comparatively short spaces of time, receipts of 
money from large numbers of people—institutions 
such as hotels, with several hundred rooms, operat- 
ing on a daily basis as regards patronage; boarding 
homes, with several hundred guests, such as those 
conducted by the Y. W. C. A.; institutions such as 
the Y. M. C. A.; and commercial institutions. In 
many of the organizations in which the method is in 
use, large numbers of individual receipts are han- 
dled with despatch. The use of receipts in the, 


- manner indicated is not an untried experiment, but 


is a practicable procedure. 

The fifth rule is that a periodic comparison be 
made of pass-books and members’ accounts. This 
comparison may be made at the end of each year, by 
calling in the pass-books for inspection and com- 
parison, to be made by the auditing committee; or 


‘on certain designated days (the first business day 


in each month; or, in the instance of a large asso- 
ciation that conducts business every day, the first 
business day in each week), a member of the audit- 
ing committee may compare every pass-book pre- 
sented on that day with the ledgers. 

The adoption of any or all of the foregoing rules 


‘may slow up somewhat the receiving of moneys. 


Contrasted with this disadvantage, however, is the 
control over the receipts that will follow, and the 
assurance that every dollar received is actually 
entered on the records and is accounted for. 

The stewardship of the officers and employees 
should, in addition, be passed upon by a profes- 
sional public accountant as the result of an audit. 
The officers and employees are entitled to this re- 
view and definite approval of their intromissions, 
and the members are entitled to the disinterested 
Opinion of an auditor as to the transactions handled 
by their representatives. It is a short-sighted 
policy, that fails to provide the safeguards now 
commonly used by the commercial organization. 
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Walter S. Gifford 


President of the American Telephone & Telegraph Co. 


president of the American Telephone & 

Telegraph Company at forty, with an inter- 
vening twenty-year bridge of executive-account- 
ancy work, is in short the vocational story of 
Gifford—Walter S. Gifford—who was chosen, in 
August, 1916, because of “his administrative 
ability, coupled with his training as a statistician 
and accountant,’’ to become Director of the Ad- 
visory Committee of the Council of National 
Defense. After the war, he resumed his work 
with the A. T. & T. Co., and, as vice-president, was 
‘in charge of accounts and finances.’”’ The quoted 
clauses, indicating the vocational background of 
accountancy, are taken from a newspaper account 
of the remarkable career of this young captain of 
industry. . 

Mr. Gifford has supported his exceptional natural 
abilities all the way along by a technical knowledge 
of accountancy. He has been able at every stage 
of his development to collect, by scientific pro- 
cesses, the facts with respect to business transac- 
tions; and after the facts were collected, he has 
been able to analyze them with precision. He 
early obtained perspective by reason of performing 
accounting work for his entire, organization. 
Accountancy ability has aided in the solution of 
many a hard problem. 


(Cy prsicent ED from Harvard at nineteen and 


It may be recalled, in this connection, that Mr. 
DuBois; who was controller of the Red Cross 
during the war, and who for many years previous 
to the war had been controller of the A. T. & T. 
Company, was recently elected to the presidency 
of the Western Electric Company, a manufacturing 
organization closely associated with the A. T. & T. 
Co. Here again is found the effective use of ac- 
countancy as an aid to advancement to a corporate 
position of great importance. 


Big business is destined to recruit, within the | 


next few years, many of its greatest executives 
from the ranks of the accountancy-educated. 
The progression from bookkeeper to accountant, 
from accountant to controller, from controller to 
vice-president, and from vice-president to presi- 
dent will more and mere become a highway of 
vocational ascent. Along this road,.as along every 
other one, men of limited education and training, 
and men devoid of energy and perseverence, will 
not advance far. However, when’a man of the 
business acumen of Mr. Gifford selects the highway 
of accountancy knowledge and when his judgment 


is justified by the reward of high office, young. 


men and women who are laboriously acquiring the 
technical training required as a foundation for 
work of this character may well take heart. There 
will be other Giffords as the years unfold. 


The Question and Answer Department 


This Department does not publish answers to all questions received, but only to those which are | 


deemed to be of general interest to readers of The Pace Student. 


A communication, in order to re- 


ceive attention, must contain the name and address of the person asking the question. 


COMPANY engaged in the manufacture of 
A toys (mechanical) builds a few machines for 
its own use. Recently a discussion arose as 

to whether, in connection with the construction of 
these machines, any overhead should be capitalized. 
One of the men who took part in the discussion 
used this illustration: Suppose this machine is 
purchased in the market, one would pay, not only 
for manufacturing cost, but for selling, advertising, 
and profit. A machine acquired under these con- 
ditions would be cost to the manufacturer of the 
toys, and there would be no question regarding the 
capitalization of this item. When one constructs 
the machine, it is proposed to write this up on the 
books at prime cost only. For comparative pur- 
pose, one could not determine whether the machine 
could be built in the shop as cheaply as it could be 
purchased elsewhere; furthermore, the profit, etc. 
of another manufacturer is not questioned; there- 


fore, why not recognize at least overhead in your 
own shop? | 

The manufacturer said he was making toys, not 
machines. The production of the machines is 
only an incidental operation; the quantity. made is 
very small. If he made ten machines this year and 
charged overhead, his product would be benefited 
correspondingly. Suppose next year no machines 
were manufactured. He has the men, he puts 
them on odd jobs, and he does not want to dis- 
charge them. What 
overhead? Naturally, the product. 
to have your opinion on this. ' 


I would like 


Answer: 


' Manufacturing expenses consist of material used 
in production, the labor incurred in converting the 


material to its final form, and the necessary mis- © 


cellaneous expenses incurred as an incident to 


is going to absorb the 


» 


1925 


manufacturing. It makes no difference what the 
product turned out is—these expenses are all 
incurred in connection with the product. Ac- 
cordingly, it would be proper to capitalize, in 
connection with the construction of the machines 
you mention, a certain portion of overhead. It 
makes no difference that the construction of the 
machines is only an incidental operation. The 
fact remains that the overhead was incurred, and 
the benefit of some of the overhead cost was 
utilized for the machines which were built. The 
remaining overhead, of course, is absorbed by regu- 
lar production. 


Furthermore, it Raices no difference that had 


the machines not been constructed, the overhead 
would have been the same. The cost would have 
applied to whatever was produced. The fact 
remains that, as indicated in the preceding para- 
graph, the overhead was incurred and the machines 
received some of the benefit from the overhead. 

As a practical matter, many accountants prefer 
the more conservative procedure (conservative 
from the viewpoint of the valuation of assets) of 
‘not capitalizing any overhead, in connection with 
the cost of construction of such machinery. This 
policy is also mentioned with approval. by the 
Federal Reserve Board in a “UNIFORM AC- 
COUNTING—A Tentative Proposal Submitted by 
the Federal Reserve Board, Washington, for the 
Consideration of. Banks, Bankers, and Banking 
Associations; of Manufacturers, Auditors, Ac- 
countants, and Associations of Accountants.”’ 
It should be noted, however, that the failure to 
capitalize overhead is a matter of conservative 
policy rather than accounting principle. 


Why Juniors Remain Clerks 


NCE upon a time a young man who had 
O studied long and faithfully, completed his 

studies and journeyed forth to seek em- 
ployment as a junior accountant. He met account- 
ants of standing and acumen; he was received cor- 
dially and treated with kindness; he was told that 
his application would be filed for future reference; 
he obtained no employment. 
deferred hopes and a culminating point of bitter 
despair, he sought the advice of an accountant 
grown old in practice—an accountant who had 


reached that mellow period in which he had both © 


the time and capacity to give sage advice to young- 
sters. And this is what he said: 

“Young man, a button is off your coat; your 
trousers are uncreased; your shoes lack polish; a 
newspaper sticketh out of your pocket; the remains 
of a dairy lunch are upon your waistcoat; the yellow 
of much smoking is upon your pen fingers. 
things, I say to you, are unprofessional; they have 
stood between you and the pay envelope; they are 


anathema to the professional men whose repre- . 


sentative you sought to be.”’ 

Replying, the young man said, “Do you thus 
bring to my educated senses the lamentable infor- 
mation that practicing accountants would overlook 
my technical training, my years of study, and refuse 
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me employment because of my negligee? And, also, 
you should know that I come from my office in the 
apparel in which I labor—that no pains have I 
taken to impress you, oh counselor.” 

“I seek to convey to you,”’ replied the adviser, 
“that no accountant can safely make approach to 
his clients in the person of a young man whose out- 
ward appearance betokens carelessness, whose en- 
semble denotes mental disorder and personal un- 
cleanliness. Technical ability can be made avail- 

able only when accompanied by those conventional 
details that voice respect for the opinions and feel- 
ings of others—details that, for want of a better 
name, pass under the general name of personality. 

“So far as your coming in working garb is con- 
cerned, remember always that the employing ac- 
countant is affected more by your appearance on 
a work-day than by your attire on a Sunday or a 
holiday. Dress carefully, quietly, inexpensively, 
neatly, and support the sartorial effect thus gained 
by qualities of speech and manner that are in keep- 
ing with such dress. By thus doing, your employ- 
ment problem, as well as your problem of future 
success in the practice of accountancy, will be 
solved.”’ 

Pity it is that more accountants, too careful of 
the feelings of young men who make application to 
them for employment, dismiss the candidate with 
kind words, while burying his application with bit- 
ter invective. Plain speaking will help and not 
hurt the applicant, who may be guided, as was the 
young man whose story has been told, into proper 
channels of development. 


Pace Institute of 
New York trains 


Students and others— 
men and women —to 


speak in public. The ability to 


speak effectively at business con- 
ferences and conventions and before 
Beards of Directors and Committees is 
of great value to the accountant in 
public or in private practice. 

A distinctive text providing exercises and 
drills for use in voice building has been pre- 
pared expressly for this work. The study is 
supported by class work in which each student 
learns to speak by speaking. 


Details will be cheerfully furnished upon 
application to the Registrar. 


Pace Institute 


30 Church Street é New York 
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Embezzlements and Forgeries— 
Estimated Annual Losses 
$200,000,000 


The crime of embezzlement is de- 
fined to be “the fraudulent and felonious 
appropriation of another’s property by 
persons to whom it has been entrusted 
or into whose hands it has lawfully 
come.’’ Wherever stewardship is created 
—wherever, in public administration or 
in private business, money or other prop- 
erty lawfully comes into the hands of an 
officer, agent, employee, or fiduciary— 
there is the possibility of a violation of 
the trust relationship and the commis- 
sion of the crime of embezzlement. The 
broader term ‘‘defalcation’’ is often used 
instead of the word ‘‘embezzlement,”’ 
particularly with respect tothe derelic- 
tions of public officials or bank officers. 

The crime of forgery is defined to be 
the false making or alteration with fraud- 
ulent intent of a written instrument, 
provided the instrument is one that can 
be used to effect a fraud. Among the 
common instances of forgery may be 
mentioned the altering or ‘‘raising’”’ of a 
check, note, or other negotiable instru- 
ment in such a way as to increase its 
amount; the alteration, with fraudulent 
intent, of a deed, mortgage, or lease; the 
making of false entries in books of 
account or the alteration of entries with 
fraudulent intent; and, in short, any 
making or alteration of a written instru- 
ment with fraudulent intent, provided 
the character of the instrument is such 
that a fraud can be accomplished. 

Forgery is commonly used as a cover 
for the misappropriation of money or 
property—a check or other negotiable 
instrument drawn for $16, for example, 
may be altered in such a way that $1,600 
is collected upon presentation of the 
instrument; a false entry may be made 
to cover excess amounts drawn for pay- 
roll or other purposes; or property may 
be acquired by means of an instrument 
the signatures to which have been forged. 

The number of checks annually used 
in the United States is approximately six 
billion, and it is estimated that ninety- 
five per cent. of the business of the nation 
is transacted by means of instruments 
made valuable by the signatures of in- 
dividuals or firms. The opportunity for 
forgery, so far as the number of instru- 
ments is concerned, therefore, is prac- 
tically unlimited. 

The business public bears a burden 
by reason of these two crimes—embezzle- 
ment and forgery—and by reason of the 
costs necessarily incurred in conducting 
the fidelity and surety companies, that 
approaches a quarter of a billion dollars 
a year—an average of approximately 
$800,000 for each business day of the 
year. The burden thus placed upon the 
shoulders of honest men and women 
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The Crime Tendency 


The American Institute of Accountants, through its Committee on Public 
Affairs, combats rising tide of financial crime. 
(Article concluded from January issue) 


is unbelievably heavy and calls for 
prompt remedial action on the part of 
the business community. Suggestions 
are later given as to the specific steps that 
may be taken by business men to combat 
this crime tendency. . 


Credit Frauds—Estimated Annual 
Losses $400,000,000 


Credit frauds include the losses sus- 
tained because of misrepresentations 
made for the purpose of obtaining credit 
—miisrepresentations made more often 
than not in the form of balance sheets 
and profit and loss. statements. The 
losses include the ones arising from fraud 
incident to insolvency and bankruptcy. 
There are penal statutes in the various 
states relative to obtaining cash, goods, 
or credit by means of false representa- 
tions. In a number of the states, in- 
cluding California, Illinois, Michigan, 
New York, Ohio, and Tennessee, the 
statutes are in many respects identical. 
Later in this Letter-Bulletin, the New 
York law is giveninfull. Attention may 
well be directed to the standardization 
throughout the country of the penal 
statutes with respect to this type of com- 
mercial misrepresentation. 

In commenting upon this type of crime, 
Hon. Joab H. Banton, district attorney 
of New York County, in a recent address 
to practising accountants, made the 
following statement: 

‘In my opinion, speedy trials and cer- 
tainty of punishment tend more than 
anything else, in the way of law enforce- 
ment, to prevent crime. * * * It was 
this consideration that led me to study 
carefully the penal law relating to false 
financial statements made in order to 
obtain credit. Ifthe statement be acted 
upon and either merchandise or money be 
supplied to the maker of the statement, a 
larceny is committed, depending in degree 
upon the amount stolen. But the law 
permits the prosecution of a person who, 
for the purpose of obtaining credit, files 
with a merchant or a bank a false state- 
ment as to his financial condition. The 
legislature in its wisdom has defined this 
crime to be a misdemeanor. 

‘“‘When I came into the District At- 
torney’s office, I discovered that very few 
false financial statement cases resulted in 
a conviction. There were two reasons 
for this. First, the great length of time 
which elapsed between the commission 
of the crime and the trial in the Court of 
General Sessions and, secondly, the in- 
ability of the average juror to understand 
the crime. After seriously considering 
the matter, I determined to press all such 
cases as misdemeanors, that is, to try the 
offender for the crime of making a false 
financial statement in order to obtain 
credit, rather than to try him for the 
crime of larceny for money or merchan- 
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dise obtained by means of false financial 
statement. The result has been most 
gratifying.”’ 

The foregoing quotation indicates the 
distinction that exists in New York be- 
tween the mere filing of a false statement 
and the obtaining of money or goods 
upon the basis of such a statement. 

Business men, notwithstanding the 
fact that a satisfactory penal law against 
misrepresentation is in effect and is being 
enforced, find it advisable to take every 
precaution in verifying representations 
made for credit and related purposes. 
The observance of three requisites is 


generally conceded to be necessary, 


namely: 

Submission of financial state- 
ments: Current statements of financial 
position and profit and loss, properly pre- 
pared and supported by ample detail, 
should be required from the individual or 
concern seeking credit. 

Verification of statement: The ac- 
counts of the applicant for credit should 
be verified and the financial statements 
certified by accountants who conform to 
recognized professional standards of 
practice. 

Exercise of credit judgment: In- 
telligent credit judgment should be exer- 
cised by the business man or credit man 
upon the basis of all available facts bear- 
ing upon the character and financial 
standing of the applicant, including the 
facts contained in the authenticated 
financial statements. 

Many financial statements that are 
not certified, no doubt, present conditions 
and results with substantial accuracy, but 
the banker or credit man who accepts 
such an unverified statement fails to take 
an ordinary business precaution, and he 
must be prepared to take the respon- 


sibility for failing to require a proper 


authentication of the facts upon which 
the credit is based 

Business men, both as individuals and 
as members of business men’s and civic 
organizations, should encourage in every 
practicable way measures that tend to 
reduce losses from credit frauds. Efforts 
should be made to improve when neces- 
sary, the penal laws in order that the trial 
and punishment of the guilty may be 
certain and prompt, and every possible 
aid should be given to the authorities in 
the prosecution of cases of this type. 

At the same time, one may profitably 


keep in mind another statement by Mr _ 


Banton: ‘‘As long as humanity is human 
there will be someone who, through 
fraud, in one way or another, will take 
from others their money.”” No penal law 
will entirely prevent the activities of the 
dishonest, and it is the duty of business 
men to exercise the reasonable business 
precautions heretofore suggested in pass- 
ing upon credit applications. 
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Stock Frauds—Estimated Annual 
Losses $1,000,000,000 


Losses from stock frauds are chiefly 
due to the sale of corporate securities of 
no actual or potential value and the losses 
resulting from bucket-shop and other 
illegal forms of trading in securities. The 
character of these crimes will be in- 
dicated by a further quotation from the 
address of District Attorney Banton, to 
which reference has heretofore been made, 
as follows: 

‘Another class of crimes * * * con- 
sisted of larcenies by means of false 
representation in connection with the 
sale of spurious securities, and bucket- 
shop cases. * * * 

“The figures that I shall give are 
startling, and yet, my authority for the 
sale of spurious securities is the Depart- 
ment of Justice and my authority for 
brokerage failures is the record in this 
county. Over $3,000,000,000 have been 
stolen from the people of this country 
since the close of the war through the 
sale of spurious securities. As most of 
the wealth of this country is concen- 
trated in this city, a large part of this 
amount was stolen here. The prosecu- 
tion of the thief and putting him in 
prison does not restore to the defrauded 
person his money; the person who was 
defrauded in this way, usually, was poor 
and was striving to make his life savings 
earn more than savings bank interest. 
Case after case has come before me 
where the entire life’s savings of in- 
dividuals have been stolen in this way. 
It thus becomes an economic question. 
For those who had saved against old age 
_had been deprived of their savings and 
soon may be subjects of public charity 
and thus become a charge upon the com- 
munity or members of their families. 

“‘Something like 200 brokers failed in 
three years; of this number 89 had some 
standing in this community. The total 
liabilities of this 89 were $116,000,000; 
their total assets were less than 1% of 
their liabilities. These assets usually 
were consumed in the expenses of liquida- 
tion in the bankruptcy courts and hence 
it may be said that considerably more 
than $100,000,000 had been stolen from 
the people by these corrupt brokers. 
That we have convicted more than 45 of 
this number and have many of them in 
prison does not restore the lost money to 
their customers. __ 

‘“‘Another form of defrauding the in- 
vesting public is rigging the market. 
There is no way of telling how much has 
been stolen in this way. * * * Com- 
plaints in my office show that so- 
called reputable brokers in Wall Street 
manipulated the prices of the securities 
of one corporation so that they were 
able to unload upon the gullible public 
to the tune of $14,000,000 the securities 
of this corporation and then the corpora- 
tion failed. Another case shows that 
the public was deprived of $1,000,000. 
* * * «=» 

Mr. Banton stated that the solution 
of the problem, in his judgment, lies in 
obtaining legislation that will place the 
brokerage business under the supervision 
of the State Superintendent of Banks, 
with suitable supervision of the issue 


of securities such as are not listed upon 
accredited exchanges. 

The Committee on Public Affairs is not 
in position to express an opinion as to 
the character of legislation needed to 
correct these evils. In many states, no 
doubt, satisfactory legislation already 
exists. The Committee does, however, 
direct attention to the fact that sales 
of spurious stocks are made largely on 
the basis of financial misrepresentations, 
including those made in statements of 
financial position and estimated earn- 
ings. The encouragement, if not the 
actual requirement, of the use of verified 
financial statements in the instance of 
the offering of stocks for sale to the 
public would tend to correct the serious 
condition that now exists. 

Prospective investors should be en- 
couraged, especially when they are with- 
out experience in financial affairs, to 
consult with reputable bankers before 
deciding upon the purchases of specu- 
lative leases or shares in companies that 
are being promoted. Few losses, if any, 
are incurred from the purchase of fraud- 
ulent securities by men and women who 
follow the advice of reputable bankers. 

Action of the kind indicated, together 
with the encouragement of all necessary 
regulatory acts, will tend to protect the 
investing public and to reduce the heavy 
losses that are now suffered by reason of 
this type of financial crime. 


Preventive Measures suggested 
by Committee 


Steps to be Taken by Business Men 


The Committee on Public Affairs, in 
addition to the general recommenda- 
tions already made, urges upon business 
men the desirability of taking steps 
within their respective organizations that 
will tend to reduce losses and to bring 
the prevalent crime tendency under con- 
trol. 

Principal attention should be paid to 
preventive measures. The work of de- 
tecting fraud, although exceedingly im- 
portant from the viewpoint of the busi- 
ness that has suffered loss, should not 
obscure the greater importance of pre- 
ventive work. The proneness of people 
everywhere to overlook measures to pre- 
vent losses is so characteristic that the 
proverb that refers to “‘locking the stable 
after the steed is stolen’? has become one 
of the most familiar of our language. In 
times such as the present, however, 
there is reason for believing that business 
men and business organizations, at 
least, can be induced to take rational 
preventive measures and thus check the 


crime tendency so far as it relates to’ 


business affairs. 

The immediate steps suggested by the 
committee for business men and organi- 
zations to take in order to combat the 
crime tendency will be stated briefly. 


Division of Work Bad Internal Check 


An effective means of preventing fraud 
is to provide automatic safeguards and 
controls in the plan of office work. 
Oftentimes, a proper division of duties 
will reduce the likelihood of fraud by 
making the collusion of two or more 
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people a prerequisite to the crime. For 
example, if a cashier receives money on 
accounts receivable and another em- 
ployee posts the items to the customers’ 
ledger, there is less opportunity for 
fraud than when the cashier both re- 
ceives the money and makes the postings. 
Likewise, if goods are ordered by one 
employee and received and checked by 
another, there is less risk of fraud than 
when the purchasing and the receiving 
are done by a single individual. There 
are in fact many ways in which a proper 
division of work will tend to minimize 
the likelihood of fraud. 

Oftentimes, the work can be divided 
in such a way that there is an automatic 
internal check or control. For example, 
in a railroad an effective internal check 
is obtained by placing the receipt and the 
disbursement of cash under the treasurer, 
the accounting work under the controller, 
and the staff audit work under an 
auditor. In a factory, a pay-roll check 
may be obtained by comparing the total 
amount of time charged to factory jobs 
in the cost records against the total 
amount as shown by the pay-roll; and 
in a bookkeeping office, one bookkeeper 
may post the detail of sales and settle- 
ments to customers’ accounts, while 
another bookkeeper may independently 
make summary entries of sales and settle- 
ments in the general books, the result of 
the summary entries being proved against 
the results in the customers’ ledger. In 
fact, in organizations that have a con- 
siderable volume of financial transac- 
tions, there is often opportunity for doing 
the work in such a way that the work 
of one employee checks and proves the 
work of another. 

The more division and control of this 
kind there is, the less opportunity there 
is for fraud. Obviously, the larger the 
organization, provided the work is prop- 


-erly planned, the less need there is in 


auditing work proper for the detailed 
checking of each financial transaction. 
Herein is found the reason why the public 
accountant is often able, in large organi- 
zations, to substitute test checks in 
certain parts of his work for a complete 
detailed check of transactions. 

Many embezzlements and forgeries are 
found to be due to a lack of proper 
planning of office work. Every re- 
sponsible business executive, therefore, 
should determine whether or not a full 
measure of automatic protection is ob- 
tained in his plan of work. Wherever 
defects are found to exist, they should be 
corrected by an immediate rearrange- 
ment of duties and procedures. 

As an incident to the provision of 
adequate internal check, all mechanical 
devices that are of proved value in pre- 
venting losses from fraud should be 
installed. Among the devices and equip- 
ment commonly used may be mentioned 
protective cashiers’ cages, modern cash 
registers and tills, containers for money 
in transit to bank, safety paper for 
checks, check-protecting devices, modern 
vaults, and the like. 

A large measure of protection can be 
secured against the alteration of checks 
and bills by giving attention to the style 
and form of the instruments. The use 
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of safety paper and various devices that 
safeguard against alterations is inexpen- 
sive and essential. The individual or 
business house that fails to use these 
safeguards is likely, in the event of losses, 
to fail to establish the fact that ordinary 
precautions have been taken against 
alteration—often important when a bank 
over-pays a check by reason of fraudulent 
alteration. 


The Use of Staff Audits 


The term staff audit is ysed to 
indicate a procedure by means of which 
certain regular employees of an organiza- 
tion, usually known as auditors, are 
assigned the duty of auditing and check- 
ing the work of other employees, par- 
ticularly those entrusted with the han- 
dling of funds. <A good plan of work, in 
which there is a proper division of duties 
and the proper use of internal. check, 
helps to reduce the cost of, and to make 
more effective, a staff audit. 

The Government, as is well known, 
employs in the Treasury, Post Office, 
and other departments thousands of staff 
auditors. The public utility companies, 
the large industrial organizations, the 
department stores and many other or- 
ganizations maintain auditing staffs and 
thereby largely prevent misappropriation 
of funds and other property. The cer- 
tainty of the review and inspection of 
detail by an employee especially em- 
ployed for that purpose is a great deter- 
rent of fraud. 

The installation of this important 
method of prevention, generally speak- 
ing, has been limited to the larger 
organizations. There are many in- 
stances in which the method can be used 
in smaller organizations, frequently at a 
nominal addition in operatjng cost. 
Oftentimes, in a small organization, part 
of the time of one employee may be used 
advantageously in checking the work of 
another employee. The certainty of a 
disinterested review of an employee’s 
transactions always tends to deter from 
carelessness and wrong-doing. ; 

The larger number of embezzlement 
losses occur, beyond doubt, in organiza- 
tions that do nat, as a matter of routine, 
conduct staff audits. The business exec- 
utive, therefore, should review his or- 
ganization in order to ascertain whether 
or not a more extended use of the staff 
audit procedure is practicable. When- 
ever a beneficial result can thus be 
accomplished, the procedure always has 
the hearty endorsement and approval of 
the professional accountant. 


The Use of Professional Audits 


The term professional audit is used 
to indicate the work of verification and 
audit performed for business organiza- 
tions and various divisions of the state 
and the federal governments by profes- 
sional accountants. This independent 
review of financial transactions has 
always been recognized by business men 
and the surety companies as an im- 
portant preventive of commercial fraud. 

There may be several objectives in 
employing a public accountant for audit- 
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ing work aside from the prevention or 
detection of fraud. For example, the 
public accountant may prepare and cer- 
tify statements for credit purposes; he 
may prepare tax returns or make analyses 
in support of the appeal of tax cases; 
or he may prepare statements for the 
purpose of attracting the investment of 
additional capital. As an incident to 
all this work, however, the accountant 
is presumed always to be on the watch 
for irregularities, including those in the 
nature of commercial fraud. For all 
these purposes, except that of providing 
the best obtainable measure of protection 
against fraud, work performed at. the 
conclusion of a business year is likely to 
meet all needs. 


Whenever it can be done, and particu- 
larly at this time when the prevention 
of crime assumes more than ordinary 
significance, the audit should be con- 
ducted so as to give the best obtainable 
measure of protection against crime. 
It is well known that an audit of prac- 
tically continuous character—that is, an 
audit performed from month to month 
or from quarter to quarter—is more 
effective as a deterrent of crime than an 
audit conducted after the close of the 
year’s business. Business men will do 
well, therefore, to have all accounting 
work of an auditing nature distributed 
so far as practicable over the year that 
is being reviewed. The results can usu- 
ally be used as well for credit and all 
other business purposes as though the 
work were postponed until after the 
close of the business year, while the 
moral effect in the prevention of crime 
will be much greater. 


The professional accountant, as the 
result of his audit work, usually attaches 
a certificate to the balance sheet and 
profit and loss account of his client, and, 
in addition, often renders a report in 
which much explanatory detail is given. 
In every instance in which a business 
man incurs business risks upon a presen- 
tation of financial facts, he is entitled to, 
and should have available as a matter 
of course, financial statements verified 
by a professional accountant. A great 
many of the credit frauds and stock 
frauds would never occur if the rule of 
adhering rigidly to authenticated state- 
ments were followed. Efforts should be 
made, therefore, to encourage in every 
practicable way the use of verified 
financial statements in business trans- 
actions. 


A beneficial effect upon the moral and 
work-efficiency of an employee is likely 
to be obtained by the employment of 


- disinterested public accountants who, at 


short intervals; check in detail all or 
selected parts of the transactions of 
such an employee. An employer whe 
neglects to provide this support to an 
employee—to provide for a definite 
establishment from time to time of the 


‘regularity of his transactions—can not 


entirely relieve himself of moral responsi- 
bility when crime occurs. 


The day will undoubtedly come when 
preferential rates on fidelity bonds may 
be granted to concerns that have their 
accounts audited by professional ac- 
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countants. The matter has already had 
the consideration of the fidelity com- 
panies, but no definite action has been 
taken or is in immediate prospect. 
There can be no doubt that the risk of 


loss is reduced in an organization whose — 


affairs are effectively audited at short 
intervals. 


The work of the professional account- _ 


ant with relation to the prevention and 
detection of commercial fraud was 
summed up in a recent letter by Presi- 
dent E. A. St. John, of the National 
Surety Company, to the Committee on 
Public Affairs, as follows: 

“Every day, every hour, in all parts 
of the United States, is fought a silent 
but active warfare in which hundreds of 
accountants work to detect some telltale 
discrepancy revealing a defalcation and 
in which hundreds—yes thousands—of 
embezzlers strive to conceal their thefts 
by an endless and highly interesting 
variety of bookkeeping tricks. 

“In this country alone smbezzlers 


steal more than $100,000,000 every 


year; and but for the vigilance and 
efficiency of accountants, would make 
away with an inestimably larger sum.” 


The Use of Fidelity Bonds — 


As a preventive of commercial fraud, 
and as a prudent business measure, all 
employees entrusted with money, securi- 
ties, and convertible property should be 
bonded by a fidelity or surety company. 
The advantages to be derived from this 
procedure are well known to all business 
men. There is a distinction between 
surety insurance and fidelity insurance. 


A surety bond guarantees performance . 
of some specific act; a fidelity bond 


guarantees the honesty of some person, 
and protects an employer against loss 
by the dishonesty of an employee. 

The bonding of an employee empha- 
sizes the importance and trust character 
of his work. It relates his vocational 
record to an institution that makes a’ 
business of reviewing personal and busi- 
ness records and of extending business 
approval to persons of undoubted 
integrity. The bonding of employees is 
now sO common that it is not resented 
by the sensible employee, and the proce- 
dure undoubtedly encourages the indivi- 
dual to safeguard his reputation for 
integrity. 

There is another phase to the matter 
of bonding. The probability of prose- 
cution, in the event of a dereliction, by 
a surety or fidelity company (an organi- 
zation that is not likely to be influenced 
by the sympathy that often arises from 
the intimate relation of employee and 
employer) also deters from crime. 

The lack of coverage of embezzlement 
losses throughout the business world 
indicates how much remains to be done 
in this respect as to crime prevention 
and as to the protection of individual 
business organizations from disastrous 
losses from financial crimes. The busi- 


.ness man should at once take such action ~ 


as will lead to a full coverage against 
losses that may arise from wrong-doing 
on the part of employees entrusted with 
funds or other convertible property. 
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Preventive Measures Suggested 
by Surety Companies 
Causes of Fidelity Losses 


The fidelity and surety companies, by 
reason of their continuous review of 
losses caused by crimes of embezzlement 


and forgery in every part of the country, 


are able to determine the causes of com- 
mercial crime and to suggest steps that 
should be taken to prevent the occur- 
rence of these crimes. Among the 
causes of the increase in financial crime, 
according to the surety companies, the 
following are pre-eminent: 

Lack of auditing of accounts with 
sufficient frequency and thorough- 
ness; ; 

Carelessness in investigating records 
of new employees;. 

Carelessness in not keeping office 
funds and valuables in modern safes; 

Increased opportunities for financial 
crime, due to enlarged complexity 

_ of modern business; 

Disrespect for property rights and law; 

Resentment against the wealthy class; 

Low salaries; 

Unemployment; 

Doctrines of anarchy and Bolshevism; 

Desire for luxury beyond earning 
capacity. 

_ Many of the suggestions made by the 
surety companies as to the prevention 
of crime are baséd on the causes of crime, 
as above listed. The most important 
of the suggestions, to all of which the 
attention of the businessman can profit- 
ably be directed are the following: 


_ Suggestions as to Personnel 


References: The integrity of incom- 


_ ing employees should be determined by a 


thorough investigation of business and 


- personal references. 


Salaries: Employees who occupy 
positions of trust should be paid salaries 
that are at least adequate to meet their 
normal living expenses. 


Vacations: Each employee in a posi- 
tion of trust should be required to take 
an annual vacation, during which time 
his books and accounts should be placed 
under the control of another. 


Bonding: A fidelity bond, indemnify- 
ing against possible loss from dishonesty, 
should be taken out for each employee 
entrusted with money, securities, or 
other convertible property. 


Reporting losses: Deviations from 
strict integrity, even though slight in 
character, should not be condoned or 
excused, but should be reported at once 
to the bonding company and to the 
auditors. 


Personal responsibility: The work 
should be divided in such a way that 
each employee may be held individually 
responsible for all items of cash, securi- 
ties, or other convertible property that 
come into his hands. - 


Suggestions as to Procedure 


Double-entry: Double-entry books 


of account should be used, and trial 


balances, schedules, analyses, and the 
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like should be prepared at frequent 
intervals, usually monthly. 


Plan of work: The plan of office work 
should provide all possible automatic 
safeguards against fraud. Dual _ posi- 
tions (one person doing various types of 
work) should be avoided as far as 
practicable. 


Use of safe: Convertible securities 
should be kept in a safe or a vault, 
access to which is possible only by the 
presence of two persons, each using a 
different key. Proper registers and tills 
should be provided for current cash on 
hand. ‘ 


Negotiable instruments: Not less 
than two authorized signatures should 


_ be required in the issuance of all forms 


of negotiable paper. . All standard safe- 
guards against fraud, such as safety 
paper and check-writing machines, should 
be used. 


Deposits: All cash receipts should be 
deposited in bank, deposits being made 
daily. Whenever practicable, two em- 
ployees should jointly make the deposit 
or withdraw cash for pay-roll or other 
purposes. 


Payments: All ordinary payments 
should be made by check except petty 
cash payments. Care should be taken 
to limit petty cash payments to items 
that from their nature can not. be 
paid by check. Pay-roll disbursements 
whenever practicable, should be made 
by check. 


Checks: Checks should be drawn only 


_upon the basis of vouchers approved by 


some person in authority, preferably by 
some person other than the ‘person or 
persons signing the checks. Each check 
should be compared with its voucher 
before signature to determine that it is 
drawn for a proper sum and purpose. 
The voucher should then be initialed by 
the person signing the check to prevent 
its being submitted in support of another 
check. ‘ 


Balancing of bank accounts and 
reconciliation: Bank accounts should 
be balanced monthly by the bank. A 
reconciliation should be made between 
the balance of cash in the books of ac- 
count and the amounts shown to be on 
deposit by the various bank pass books 
or bank statements. Each paid check 
should be compared with its  corre- 
sponding item in the cash book or the 
check book and carefully inspected as to 
signature and endorsement. The recon- 
ciliation and inspection should prefer- 
ably be made by some one other than 
the person or persons signing the checks 
and keeping the cash. book or the check 
book. 


Pay-rolls: Pay-rolls should be checked 
and the amount thereof endorsed and 
certified as correct by some person other 
than the pay-roll clerk, for the purpose 
of avoiding fictitious names and errone- 
ous amounts and totals. The payment 
to employees should be made by a third 
person. 


Audit: Such additional procedures 
should be used as are recommended by 
the auditors. The latter should be aided 
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in carrying out all audit checks and tests 
which they consider necessary. 


Suggestions as to Audit 


Staff audit: Transactions and records 
should be regularly checked, so far as 
practicable, by staff auditors who are 
not regular employees of the book- 
keeping department. 


Independent audit: The accounts 
should be reviewed and audited thor- 
oughly by professional auditors. The 
audit should be made frequently, but, 
if practicable, it should be made at 
uncertain times, in order that the 
employees may not know in advance the 
time of the audit. 


Auditor’s verifications and tests: 
The audit should include all verifications 
and tests that the auditor considers 
necessary. Direct verification of all 
amounts due on accounts receivable 
should be made with customers. The 
auditor’s certificate as to the accuracy 
of financial statements used for credit 
or other business purposes should be 
obtained. 


Suggestions Made to Agents 


The surety company viewpoint is 
given from a somewhat different angle 
in the following suggestions that were 
prepared and published in a guide for 
the use of agents: 

“It should be borne in mind that a 
fidelity bond is not intended to license 
an employer to have a lax system nor to 
be disinterested in the honesty of the 
employees selected, nor to trust an em- 
ployee toa greater extent than the em- 
ployer would without indemnity. 

“In determining the desirability of a 
fidelity risk two general features are to 
be considered: 

“First, the class of business, (condition 
of employment, supervision, audit of 
accounts, etc.). 

“Second, the _moral hazard, 
ployee’s past record, etc.). 

“There are certain classes of business 
that can not be made profitable to the 
Company regardless of the care exercised 
in selecting employees. This fact may 
be due to the nature of the business 
itself, the conditions under which em- 
ployees operate, the system of accounting 
employed, or to the fact that the 
employee is unworthy of the bond. 

“In passing on a fidelity risk the 
underwriter endeavors to determine the 
opportunity that is open to the employee 
for defalcation. The employer’s state- 
ment of the Company is drawn to bring 
out this point especially. Some of the 
unfavorable conditions watched by an 
underwriter are as follows: 

‘“‘(a) Remuneration or compensation 
of an applicant. As a rule, the Com- 
pany does not care to write bonds for 
employees who appear to be underpaid, 
nor for employees operating on a com- 
mission basis. A commission salesman 
is particularly undesirable, if he has no 
traveling expenses. 

““(b) Traveling salesmen who carry 
valuable samples constitute a hazardous 
risk, unless there is an arrangement made 


(em- 


for an audit of accounts and samples at 


least once a month. 
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‘(c) Ordinarily no bond should be 
issued for an employee who has power 
to endorse checks for any other purpose 
than deposit, in which case it should be 
arranged that the bank cashing such 
checks will be liable. _ 

“‘(d) If an employee signs checks, 
countersignature should be arranged for. 

“‘(e) In case of a branch manager, de- 
posits should be made at frequent inter- 
vals to the credit of the employer, and 
no such funds should be withdrawn 
except on the check of the employer, 
mever on the check of the branch 
manager alone. 

““(f) If an employee has been in the 
service of the employer prior to the exe- 
cution of the bond, the Company 
should be assured by the employer that 
the employee is not then in default. 

‘Because of its nature, the Position 
Form of Bond can be issued only upon 
risks of the most desirable class, i.e., to 
cover inside employees in approved lines 
of business upon whom a constant and 
regular check is maintained.”’ 


The Reporting of Losses 


The fidelity and surety companies 
call particular attention to the fact that 
many irregularities are not reported to 
the surety companies by the organiza- 
tions in which they take place. Failure 
to make such a report invalidates a 
fidelity bond. 

Instances are on record in which ac- 
countants and bank examiners gave to 
directors of banks and corporations 
warning of suspicious irregularities ‘or 
even of definite shortages inthe accounts 
of trusted employees, only to have the 
warnings ignored, on the ground that 
the men involved were “valuable em- 
ployees.”” Sometimes when such a 
warning has been ignored, the pecula- 
‘tions of a ‘‘valuable employee”’ later 
have reached a staggering total. The 
vital importance of reporting irregu- 
larities, even though slight in character, 
for the various reasons given, should be 
kept in mind by business men. 


Preventive Measures from the 
Viewpoint of the Banker 


Commercial Fraud as it Affects 
Banking 


Banking institutions everywhere favor 
all measures that tend to safeguard 
money, securities, and other convertible 
property. They are especially con- 
cerned with the rising tide of crime that 
expresses itself in embezzlements and 
forgeries, credit frauds, and stock frauds. 
The credit frauds threaten the stability 
of the whole credit structure of business 
in which banks are vitally interested, 
and the prevalent stock frauds run 
counter to the constructive work that 
bankers accomplish in every community 
in directing the wise investment of 
savings. 

Bankers are concerned with commer- 
cial fraud not only as it affects their 
customers and the business community 
in general; they are concerned even more 
directly because of the fact that they are 
custodians of vast amounts of money 
and ‘securities, and, despite the general 
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adoption of many safeguards against 
fraud, they are subjected, as individual 
institutions, to increased risks by reason 
of the present crime tendency. 


Measures Adopted and Recom- 
mended by Bankers 


The banker, to a greater extent than 
ever before, is insisting that his custom- 
ers who seek commercial loans shall 
submit balance sheets and earning 
statements, together with all essential 
schedules and detail; and, wherever it is 
practicable, the bank is likely to insist 
that such statements shall be authenti- 
cated by accredited public accountants. 

The most important step yet taken 
for the improvement and standardiza- 


tion of statements used for credit pur-- 
- poses was the preparation by the Ameri- 


can Institute of Accountants and the 
Federal Trade Commission, and the 
promulgation by the Federal Reserve 
Board, of the document ‘‘Approved 
Methods for the Preparation of Balance- 
Sheet Statements.’”? The Federal Re- 
serve Board in the introduction to this 
document makes the following state- 
ments: 

‘‘Through the courtesy of the Federal 
Trade Commission the Federal Reserve 
Board has been enabled to take advan- 
tage of a large amount of information 
and data which the Trade Commission 
acquired in connection with the study 
of the statements made by merchants, 
manufacturers, etc., as showing the 
condition of their business. Because 
this matter was clearly of importance to 
banks and bankers, and especially to the 
Federal Reserve Banks which might be 
asked to rediscount commercial paper 
based on borrowers’ statements, the 
Federal Reserve Board has taken an 
active interest in the consideration of 
the suggestions which have developed as 
a result of the Trade Commission’s 
investigation, and now submits in the 
form of a tentative statement: certain 
proposals in regard to suggested stand- 
ard forms of statements for merchants 
and manufacturers. 

“The problem naturally subdivides 
itself into two parts: 

“(1) The improvement in standardi- 
zation of the forms of statements. 

**(2) The adoption of methods which 
will insure greater care in compiling the 
statements and the proper verification 
thereof. ' . 

“In recent years bankers, through 
their associations and otherwise, have 
made rapid progress in the direction of 
more uniform and complete forms of 
statements. Much has also been ac- 
complished in the improvement of the 
quality of the statements rendered and 
in securing statements which do not 
depend for their accuracy on the bor- 
rower’s statement alone, but are verified 
to a greater or less extent by independent 
scrutiny and audit. The advantage of 
a statement certified by trustworthy 
public accountants over an unverified 
statement is evident. At the present 
time, however, there is no uniformity 
as to the extent of verification in the 
case of statements put forward as having 
been verified. 
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“The Federal Trade Commission in 
the course of its investigation of business 
conditions has been strongly impressed 
with the lack of uniformity and has 
enlisted the aid of the American Insti- 
tute of Accountants, with a view to 
remedying the condition. It has found 
that verified statements may be divided 
broadly into— , 

‘*‘(a) Those in which the certificate is 
based on an examination of the books 
without personal supervision of inven- 
tories and independent appraisal of all 
assets with the aid of technical ap- 
praisers; and 

“‘(b) Statements verified with the 
personal supervision of inventories and 
independent appraisal of all assets. 

“The value of the two classes of audits 
and their relation to each other depends 
to a great extent upon the character and 
magnitude of the business involved. 

“In some cases method (b) has ad- 
vantages over method (a). In other 
cases, notably those of large companies 
in which personal supervision of in- 
ventories is arduous and perhaps im- 
practicable and the value of an inde- 
pendent appraisal of assets is liable to 
be considerably exaggerated, the reverse 
may be true. That is to say, a verifica- - 
tion based upon the books themselves 


without an appraisal may be and often 


is the safer method of procedure. It is 
highly desirable gradually to educate the 
busine&s world to the great importance 
of a complete form of audit statement, 
although any plan for immediate adop- 
tion intended to produce practical results 
must recognize that under present prac- 
tice probably more than 90 per cent of 
the statements certified by public ac- 
countants are what are called balance- 
sheet audits, such as are described in 
paragraph (a) above referred to. 


“‘As a first step toward the standardi- 
zation of balance-sheet audits and to 
insure greater care in compiling and 
verifying statements the Federal Trade 
Commission requested the American 
Institute of Accountants to prepare a 
memorandum on balance-sheet audits. 
This memorandum was duly prepared 
and approved by the Council of the 
Institute representing accountants in 
all sections of the country. — 


“After approval by the Federal Trade 
Commission the memorandum was placed 
before the Federal Reserve Board for 
consideration. The Federal Reserve 
Board, after conferences with represen- 
tatives of the Federal Trade Commission 
and the American Institute of Account- 
ants, and a careful consideration of the 
memorandum in question, has accepted 
the memorandum, given it a provisional 
or tentative indorsement, and submitted 
it to the banks, bankers, and banking 
associations throughout the country for 
their consideration and criticism. 

“The recommendations in the mem- 
orandum apply primarily to what are 
known as balance-sheet audits. This is 
an initial step which may easily be suc- 
ceeded by future developments tending 
still further to establish uniformity and 
covering more fully the field of financial . 
statements.”’ 

It is not within the scope of this 


1925 


Letter-Bulletin to reproduce the audit 
instructions and forms of statements 
included in this important document. 
It will suffice to say that the forms and 
suggestions have found wide acceptance 
by bankers and business men through- 
out the country. Many banks suggest 
to, their customers that the forms and 
suggestions be followed in preparing 


‘statements to be submitted for loan or 


credit purposes; other banks suggest 
the use of their own special forms. 
Many of the special forms and sugges- 
tions are a development of the forms 
and suggestions originally recommended 
by the Federal Reserve Board. 

The bankers of the country, acting as 
organized groups, as banking organiza- 
tions, and as individuals, are giving 
much time and thought to the matter of 
the standardization and improvement of 
financial statements. The need for 
verified statements, supported by all 
necessary detail, is now recognized by 
progressive bankers throughout the 


entire country. 


The American Institute of Account- 
ants, through its special Committee on 
Cooperation with Bankers, has done 
much to formulate, by specific recom- 
mendations, the best thought of ac- 
countants and bankers with regard to 
moot points. One of the most recent 
contributions of this committee was a 
report with respect to the preparation of 
balance sheets giving effect to new 
financing. This report was presented 
at the annual meeting of the Institute, 
in September, 1923, and has been given 
wide circulation among accountants 
and bankers. 


Opinions of Bankers 


Many bankers have rendered a 
valuable public service by speaking upon 
the subject of credit statements before 
organizations of various kinds, particu- 
larly those composed of business men. 
Brief extracts will be given from two 
such addresses that have recently been 
made to practising accountants. 

Mr. Julien H. Hill, president, National 
State and City Bank of Richmond, Va., 
speaking to the Society of Virginia 
PublicAccountants, made, among others, 
the following statements: 

“The audited statement is daily 
growing in importance in determining 
the extension of credits, but there are 
still thousands of concerns who have yet 
to appreciate the advantages accruing to 
themselves as well as to their banks;. 
and I do not hesitate to tell you that we 
are daily advocating the value of 
periodical audits by certified account- 
ants, and I rejoice to see that even 
among the smaller banks the audited 
statement is now recognized as of 
firstimportance. * * * 

“In conclusion, let me say that as vital 
as is your work to the banker, it can 
never be the final word for him in de- 
termining credit. Remember those four 
basic factors: Character, Capacity, Ap- 
plication, and Capital. Sometimes it is 
quite difficult for the accountant to un- 
derstand the banker’s viewpoint. If 
this happens with you, talk it over with 
him. He wants your criticisms and 
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maybe he can occasionally change your 
way of thinking, or vice versa. He is 
always open to conviction, and a closer 
relationship between the men of your 
profession and of ours cannot but tend 
to safer and saner business methods and 
constructive work along many lines.’’ 

Mr. A. E. Van Doren, vice-president of 
the Irving Bank-Columbia Trust Com- 
pany, of New York, in speaking recently 
to a group of practising accountants, 
made many constructive suggestions 
relative to the use of verified statements 
by bankers. After suggesting ways in 
which statements for credit purposes, in- 
cluding those prepared by professional 
accountants, could be standardized and 
made more satisfactory from the bank- 
er’s viewpoint, Mr. Van Doren said: 

‘*The accountant’s report is to a great- 
er extent than ever before being relied 
upon by the banker in formulating his 
conclusions regarding the goodness of the 
loans he is called upon to extend to his 
customers. I refer here to loans which 
are not based upon specific collateral, 
but upon the general credit and capital 
of the borrower. 

‘‘While all audits are not made for the 
purpose of obtaining a basis upon which 
to obtain bank credit, it is safe to say 
that the major portion of them arise 
from this need, or that the resultant 
balance-sheets figure in credit arrange- 
ments. 

“The accountant should determine 
the purpose of his report and prepare it 
accordingly, keeping before him, how- 
ever, the likelihood of it being used as a 
basis for credit. 

“It is conceivable that the time will 
come when the banker will require every 
unsecured loan of important amount to 
be supported by proper records properly 
supervised, and will demand the report 
of an independent examination of the 
borrower’s financial position by account- 
ants of recognized standing and ability.” 


Precautions Taken by Banks 


Banking institutions, for their own 
protection, adopt all possible precautions 
against embezzlement and forgery. It 


is the accepted practice for a bank to 


bond its employees; to plan its organiza- 
tion by the division of duties in such a 
way that it is difficult for fraud to be 
committed without collusion; to install 
all devices that are likely to discourage 
and to prevent fraud; to employ, in 
every practicable way, the staff auditing 
principle; to make daily proofs and 
checks to verify the cash on hand; and, 
finally, to employ professional account- 
ants to make a disinterested audit of 
transactions and the verification of cash 
and securities on hand. 

Any bank that fails to take these pre- 
cuations incurs an unnecessary and un- 
desirable responsibility and sets, in its 
own organization, a poor example to its 
depositors and customers. The efficacy 
of the precautions commonly taken is 
apparent when one considers how rarely 
a bank defalcation, when one actually 
occurs, adversely affects the interests of 
depositors. 

In this connection, it should be noted 
that national banks are subject to exam- 
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ination and audit by officials and 
auditors representing the Federal Gov- 
ernment and that state banking institu- 
tions and clearing houses are subject toa 
similar regulation and audit by repre- 
sentatives of the state banking depart- 
ment. Added safeguards are thus pro- 
vided, but these safeguards do not re- 
lieve the banking institution from the 
responsibility of taking the steps already 
indicated for its own protection. 


Investment Advice 


The work of the American Bankers’ 
Association and of its local members in 
the encouragement of thrift and the 
sound investment of savings is well 
known. The bankers of the country, 
collectively and as individuals, have al- 
ways stood as a barrier to fraudulent 
financial schemes and manipulations. 
Seldom indeed has an individual who 
has sought and followed the advice of a 
reputable banker lost money by reason 
of the purchase of spurious or fraudulent 
securities. Constructive financial ad- 
vice with respect to the investment of 
funds is commonly given by bankers to 
their customers, or to any one who seeks 
their advice, without charge or fee of any 


- kind. 


Bankers have done a great deal to 
drive home the idea of caution in invest- 
ment by encouraging the organizations 
formed to advise, without charge, the 
small investors. The slogan “‘investi- 
gate before you invest” is becoming well 
known throughout the country through 
the activities of many of these organiza- 
tions and committees. 

The difficulty has always been that 
many people, untrained in financial 
matters, have not sought and followed 
the advice of bankers and others who, by 
reason of their financial training, are 
competent to form intelligent judgment. 


. All too often the man of small means has 


been carried away by specious argu- 
ments and the hope of fabulous profits. 

Business men and accountants, there- 
fore, should strive to bring about a 
closer relationship between bankers and 
persons, particularly those little expe- 
rienced in financial affairs, who have 
surplus funds to invest. The establish- 
ment of such relationship, the enocurage- 
ment of proper regulatory acts, the 
prosecution of offenders, and the use of 
verified statements, will tend to limit 
the activities of purveyors of fraudu- 
lent securities. 


Preventive Measures from the 
Viewpoint of Credit Men 


Crime Tendency in Credits 


The crime tendency in credit matters 
is not only well recognized by credit 
men throughout the United States, but 
is so serious that is has resulted in action 
by the National Association of Credit 
Men. The expenditure of an annual 
appropriation of $500,000 for the pur- 
pose of combating credit frauds is in 
contemplation. 

The matter is discussed by Mr. J. H. 
Tregoe, secretary-treasurer of the Na- 
tional Association of Credit Men, in a 
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general letter to the members of that 
association, under date of May 1, 1924, 
as follows: 


*““Commercial crime—The propor- 
tions reached by crime in the commercial 
field claim the close attention and 
critical study of all interested in the 
future of American credits. 

“Having followed the expansion of our 
credit system through three decades, it 
has seemed strange to me that I could 
not put my finger on the chief causes of 
this criminal outburst. There is no 
doubt that free selling on easy credit 
terms has encouraged the devious 
tendencies; but aside from this responsi- 
bility resting on the seller, there is a 
breaking down in morals from causes 
that would test our best pathological 
skill to discover. 

“There drifts to us from London the 
news that Great Britain has suffered in 
business of late a moral debacle. The 
Honorable Sidney Webb, president of 
the Board of Trade, expresses the belief 
‘that a system of law and a system of 
prosecution should be brought about 
that would put a stop to the abuses of 
credit.’ The news from our neighbor 
across the seas contains a farniliar ring 
for it seems that the crooked games 
practiced on the business of our country 
are being tried with considerable success 
over there. 

“Credit swindles are now becoming 
sO common,’ says the message, ‘that 
they are threatening the whole basis of 
credit, and even affecting wholesale and 
retail quotations. Prudent traders have 
had to increase their margin of allow- 
ance for losses through supplying goods 
to shopkeepers who fail and vanish.’ 

“Something bad has penetrated. the 
blood; and, with great earnestness and 
singleness of purpose, we must devote 


our highest powers to. the curbing of 


these criminal tendencies. 

“The National Association of Credit 
Men, in line with its long established 
policy and its firm belief in the necessity 
of the work, will endeavor to secure 
sinews sufficient to carry it on effectively 
and to meet all of the exigencies of the 
situation. An income annually of at 
least $500,000 for several years would 
provide a fund large enough in all 
probability to police the country and 
to make the ways of the commercial 
crook unprofitable. In this project 
officers set for the defense of the law 
and judges set for its interpretation must 
arise to the necessities of the situation 
and perform their part in the correction 
and punishment of fraud, 

“*There is a clarion ring throughout the 
body of business for an arising to this 
Situation that has developed so rapidly 
of late. There is a demand that we 
recognize that failure to play a proper 
and adequate part in providing the 
needed sinews and reaching out for the 
detection and punishment of persons 
who have intentionally deceived and 
defrauded will bring serious injury to 
our commercial texture and add to the 
costs of doing business. 

“We have presented no appeal of late 
that weighs so heavily on our conscience. 
We hope earnestly it will find a congenial 
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response in the heart and conscience of 
every business man.’’ 


Prosecution of Persons Making 
False Statements 


The work of the Commercial Frauds 
Court, which was organized recently in 
New York, bears an important relation 
to the prevention and punishment of 
credit frauds.. This court, to which a 
special magistrate is assigned, devotes 
its attention exclusively to the trial 
of cases involving false financial state- 
ments. The record of convictions in 
this court to date has been ninety-nine 
percent. In many cases, pleas of guilty 
have been entered by defendants who 
have made no attempts to answer the 
charges, conclusive in their nature, 
presented by merchants to whom false 
statements have been submitted. 

The proceedings in this court are 
brought under a section of the penal 
code entitled “Obtaining Property or 
Credit by Use of False Statements.” 
Similar statutes are in force in many 
other states, as heretofore noted. These 
penal laws have such a direct bearing 
upon the misrepresentations made in 
credit frauds that it is considered de- 
sirable to give one of the laws (that of 
New York) in full. The statute is as 
follows: 

“1293-b. OBTAINING PROPERTY OR 
CREDIT BY USE OF FALSE STATE- 
MENT.’ Any person 


“1. Who shall knowingly make or 
cause to be made, either directly or in- 
directly, or through any agency what- 
soever, any false statement in writing, 
with intent that it shall be relied upon, 


respecting the financial condition, or’ 


means or ability to pay, of himself, or 
any other person, firm or corporation, 
in whom he is interested, or for whom 
he is acting, for the purpose of procuring 
in any form whatsoever, either the 


_ delivery of personal property, the pay- 


ment of cash, the making of a loan or 
credit, the extension of a credit, the dis- 
count of an account receivable, the 
execution, making or delivery by any 
person, firm or corporation of any bond 


or undertaking, or the making, accept- 


ance, discount, sale or indorsement of a 
bill of exchange, or promissory note, 
for the benefit of either himself or of 
such person firm or corporation; or 

“2. Who, knowing that a false state- 
ment in writing has been made, re- 
specting the financial condition or means 
or ability to pay, of himself, or such 
person, firm or corporation in which he 
is interested, or for whom he is acting, 
procures, upon the faith thereof, for the 
benefit either of himself, or of such 
person, firm or corporation, either or any 
of the things of benefit mentioned in 
subdivision one of this section; or 

“3. Who, knowing that a statement 
in writing has been made, respecting the 
financial condition or means or ability 
to pay of himself or such person, firm or 
corporation, in which he is interested, or 
for whom he is acting, represents on a 
later day, either orally or in writing, 
that such statement theretofore made, 
if then again made on said day, would be 
then true, when in fact, said statement 
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if then made would be false, and pro- 
cures upon the faith thereof, for the 
benefit either of himself or of such — 
person, firm or corporation, either or 
any of the things of benefit mentioned 
in subdivision one of this section, 

“Shall be guilty of misdemeanor and 


_ punishable by imprisonment for not 


more than one year or by a fine of not 
more than one thousand dollars, or 
both fine and imprisonment.”’ 

Under the foregoing statute, it is a 
misdemeanor to offer a false statement 
for the purpose of obtaining credit, 
property, or money, regardless of 
whether or not the effort is successful. 
If credit,: property, or money is ob- 
tained, an additional charge of petty or 
grand larceny, according to the amount 
obtained, may be lodged against the 
person who makes the false statement. 

For years many business men suffered 
losses of this character in silence and 
regarded them as a necessary evil. 
The conditions have now changed, and 
with the proper means at hand for 
punishing the offenders, many cases 
have been prosecuted successfully, The 
amounts involved in many of the cases 
are small, and the small losses under the 
former procedure probably prevented 
the prosecution of many cases. 

Many other states have equally 
satisfactory statutes with respect to 
this type of fraud, and prosecutions are 
being conducted successfully in many 
places. In the states in which the laws 
are defective, and whenever the proc- 
esses of prosecution are inadequate, 
credit men, lawyers, accountants, and 
business men generally should exert 
themselves to bring about a state of 
affairs in which convictions for fraudu- 
lent misrepresentations can be promptly 
secured. 


Cooperation with Accountan ts 


The Robert Morris Associates, the 
well-known organization of credit men 
who occupy credit positions with bank- 
ing institutions—an organization that is 
affiliated with the National Association 
of Credit Men—has taken active steps 
to cooperate with professional account- 
ants in the matter of the standardiza- 
tion and use of credit statements. In a 
recent monthly bulletin of this organi- 
zation, there appeared the following 
letter written by Mr. Harvey E. Whit- 
ney, chairman, Committee on Coopera- 
tion with Public Accountants, to Mr. 
Alexander Wall, secretary of the Robert 
Morris Associates: 

“I am enclosing with this a copy of a 
letter addressed to the Members of the 
American Institute of Accountants by 
their committee that has been in contact 
with our Committee on Cooperation 
with Public Accountants. 

“It would seem to me that we should 
give this action the fullest possible 
publicity among our members through 
our Bulletin so that they may be ina 
position to exercise the greatest degree 
of personal cooperation possible. 

“This progressive action on the part 
of the accountants suggests several 
things that our members might well do 
to carry this work to its final complete- 
ness. 
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“1. Each member should familiarize 
himself with the document, ‘Approved 
Methods for the Preparation of Balance- 
Sheet Statements.’ I understand copies 
of these were sent the members some 
time ago and that you are ready to 
supply them to members. 

“2. In discussing audits with ac- 
countants the members should emphasize 
the advantages of their drawing up the 
balance-sheets in accord with this report. 

“3. The members should: give the 
principles of this report publicity with 
their customers so: that they will in- 
struct accountants to follow the. prin- 
ciples of the report. 

“4. Where certified public account- 
ants are not conversant with these 
principles or do not follow them the 
‘members would materially assist our 
committee by reporting such facts to 
the committee as well as forwarding 
further examples of faulty audits to 
strengthen the committee’s evidence. 

“If the members can be made to 
appreciate the importance of full per- 
sonal codperation, it seems that very 
good and almost immediate results can 
be expected. The leaders in the ac- 
counting profession have welcomed our 
cooperation through committee and 
have now gone to their members with 
the problem. It is now the oppor- 
tunity as well as the duty of our members 


‘ to exert their personal codperation.’’ 


The document referred to in the above 
letter—‘‘Approved Methods for the 
Preparation of Balance-Sheet State- 
ments’’—is the one to which reference 
was made, and from which a quotation 
was given, heretofore in this Letter- 
Bulletin. At this point, it is sufficient 


- to note the hearty codperation between 


the Robert Morris Associates and the 
members of the Institute, which will 
undoubtedly tend to reduce losses that 
arise from credit misrepresentations. 


(The End) 


English Definitions 


HE following letter was recently 

called to the attention of the editor 

of THE PACE STUDENT. For 
the benefit of those who may be inter- 
ested, the letter and the answer to it are 
reprinted below. 

“IT. am interested in knowing the 
‘various rules to follow in connection with 
using the words drank and drunk, 
present, past, and perfect tenses.. Would 
it also be possible for you to give me 
sentences in which these words could be 
used.’’ 

The Editor’s reply was as follows: 

“Your letter of December 4th was duly 
received. The words drank and drunk 
are, respectively, the past tense and past 
participle of the verb drink. The pres- 
ent participle is, of course, drinking. 
The verb ‘“‘drunk’’ should always be 
preceded by has, had, or have. The 
verb drank, however, is never preceded 
by one of these words. Thus, never say 
has drank, had drank, or have drank. 


' The following sentences will illustrate the 


correct uses of the various forms of the 
verb drink. 


-tered accountants 


He drinks (present tense) a glass of 
water with every meal. 

The thirsty man eagerly drank (past 
tense) the water. 

I have drunk (perfect tense) water from 
this spring many times. 

He has drunk (perfect tense) the water 
you gave him. 

He had drunk (past perfect tense) the 
mixture before the doctor arrived. 
“It should be noted, however, that the 

word drunk is often used as an adjective 

to refer to a person who is intoxicated. 

Thus, in the sentence, ‘He was drunk 

when we saw him,’ the word drunk is 

used as a predicate adjective, not as a 

verb.”’ 


Accountancy Firm 


Opens European 
Branch 


VERY day comes new evidence of 
the steady advance of this country 
in the commercial affairs of the 

world. American bankers and business 
men are extending the frontiers of Ameri- 
can trade, and their representatives are 
found in the important capitals of the 
world, as well as in many remote dis- 
tricts. 

The profession of accountancy, unlike 
medicine and law, travels abroad—it 
accompanies American bankers and 
business men to foreign fields. Wherever 
properties are to be financed or acquired, 
wherever financial investigations are a 
prerequisite or a result of investment, the 
American accountant is called upon to 
represent American capital. It was in 
this way a generation ago that the char- 
of Great Britain 
followed British capital. In their turn, 
American accountants are following 
American capital, and, therefore, play an 
important part in the world expansion of 
American trade and business. 

Already alarge number of branch offices 
in foreign cities are maintained by firms 
of American accountants. Our readers 
will be interested in the announcement 
of the establishment of another im- 
portant foreign office by American ac- 
countants—a Berlin office by Messrs- 
Lybrand, Ross Bros. & Montgomery. 
The announcement of the firm in respect 
to the matter is as follows: 

‘“‘We have arranged to open an office 
in Berlin, Germany, and we shall be 
prepared to undertake accounting en- 
gagements anywhere in Central Europe. 
One of our partners, Mr. E. Elmer Staub, 
who is thoroughly conversant with the 
German language, will be resident in 
Berlin, and we shall have a competent 
staff of German-speaking accountants 
who are familiar with American 
methods. 

‘‘We shall be glad to be of use to you 
along any line, either in answering in- 
quiries, making investigations, auditing 
accounts, or like service. A number of 
our clients have interests, such as fac- 
tories or branch offices, abroad; others 
either maintain buying organizations 
there or purchase directly or through 
foreign agents. In some cases, advances 
are made or credits extended. If, in 
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connection with any of these foreign 
transactions, our services will be helpful, 
do not hesitate to call upon us. 

“‘We are making a study of existing 
and probable tax conditions in Germany 
for several clients and will be in a position 
to make tax reports and suggestions. We 
do not expect to make appraisals, but we 
can arrange for service of this character. 

“For the present, please address all 
communications to our New York office, 
110 William Street. Your inquiries will 
receive our prompt attention.”’ 


Day School Lecture 


R. MARTIN KORTJOHN, of 
M Kortjohn & ‘Tripp, certified 

public accountants, a graduate 
of Pace Institute, New York, gave an 
interesting and instructive talk recently 
to the students of the Day School Di- 
vision, Pace Institute, New York. 

Mr. Kortjohn chose as his subject, 
“What not to do in a_ professional 
C. P. A.’s Office,’’ as applied to junior 
accountants who were getting their ex- 
perience. He gave many humorous 
examples of the mistakes young account- 
ants make and pointed out the way to 
avoid them. 

All through his talk, Mr. Kortjohn 
made references to his own study at Pace 
Institute years ago. In advising the 
students, many of whom will soon start 
on their business careers, he particularly 
emphasized the need of review work in 
preparing for the state C. P. A. exam- 
inations. It is essential, he said, to 
review the early semesters in order to be 
sure of the underlying fundamentals. 

He stressed, also, accuracy, saying, 
“‘Accuracy is of prime importance. The 
lack of ability to add columns of figures 
and to copy numbers accurately by 
young accountants is deplorable and 
pitiable.’’ . In his own office, employment 
tests show that the majority of appli- 
cants for positions as junior accountants 
are negligently careless even when under- 
going tests upon which their employment 
depends. 

Neatness, too, he considered a neces- 
sary virtue, not only because it is a pre- 
requisite of accuracy, but because neat- 
ness in reports saves time and money and 
makes a good impression upon the client. 

In discussing the question of, ‘‘Does 
the public practice of accountancy pay 
the accountant,”’ he said that it does only 
in so far as the accountant is well trained 
and prepared for his work. He said a 
“would be’’ accountant who worked by 
rule of thumb could hardly expect to be 
a success. In these days, the man 
soundly versed in the fundamental 
theory and practice of accountancy is the 
one who succeeds. 

In recapitulation, Mr. Kortjohn ad- 
vised his audience not to deviate from 
their determined path (i. e. the public 
practice of accountancy), because of rosy 
offers from commercial organizations, 
stating that, ‘‘From three to five years of 
professional practice will be incalculably 
valuable in later years.’’ Continuity of 
purpose is required, according to Mr. 
Kortjohn, in preparing for accountancy 
success, as it is in preparing for the 
practice of any other profession. 
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Le Roy Tucker 


4 HERE is little that I can do to re- 
lieve you of the burden of sorrow 
caused by the death of this fine 

young man—your son Le Roy. I do 

wish, however, to assure you of my deep 
and genuine sympathy. 

“The young man _ conscientiously 
performed his duties as a student, as is 
evidenced by his regular attendance and 
his grades. I note in one instance five 
consecutive marks, no one of which fell 
below 90 per cent—a very exceptional 
record in Pace Institute. His _ con- 
scientiousness is evidenced also by a 
letter in our files, bearing date March 31, 
1924, in which he says that he is confined 
at home because of a general run-down 
condition, and that he is unable to get 
to the city. He then requests that we 
mail further work to him at his home. 
His conscientious habit extended, I have 
no doubt, to his business duties, as well 
as to his school work; and his influence 
was a wholesome one upon his business 
associates and fellow-students. ”’ 

Thus wrote the Editor, on behalf of 
this magazine and the Institute, to Mrs. 
E. J. Tucker on the occasion of the death 
of her son, Le Roy Tucker. The young 
man, well-known in the Institute by 
reason of his conscientious and effective 
study, was the son of Dr. and Mrs. E. J. 
Tucker, of Ridgefield Park, New Jersey. 
Everything known to medical science 
was done to save the young man’s life, 
including a series of blood ‘transfusions. 

Le Roy Tucker, called from his activi- 
ties at the age of twenty-four, still lives 
by reason of the impress he made upon 
his associates and fellow-students. He 
gave conscientious attention to duty; he 
carried heavy study and work re- 
sponsibilities under the discouraging 
conditions of failing health; he fully per- 
formed his social and family obligations. 
In doing these things he helped others in 
the performance of their duties; and his 
life, by reason of its impress upon others, 
reaches out in an ever widening circle 
of influence and help. In this thought 
it is hoped that the sorrowing parents 
may find comfort in the face of their 
great loss. 


“Protecting Foreign 
Shipments’’ 


‘“W-yROTECTING Foreign Shipments, 
Pp Insurance against Credit Risks,”’’ 
is the title of an article which, in 
view of the campaign being carried out 
by the American Institute of Account- 
ants and other organizations against 
commercial crime, should be of interest 
to accountants and business men, 
particularly to exporters. 
large percentage of the estimated annual 
losses of $400,000,000 from credit frauds 
is borne by exporters. ‘The article was 
written by H. L. Gibson, a former stu- 
dent of Pace Institute, now secretary of 
the American Manufacturers’ Foreign 
Credit Underwriters, Inc., and was 
published in the January issue of Man- 
agement and Engineering. 

The article deals particularly with the 
protection of exporters from credit 
hazards by the insuring of export ship- 
ments. One insurance company in 
America, according to the article, does 
business of this nature. Insurance of 
this kind has been made possible by the 
pooling of credit information and the 
interchange of ledger experience through 
one central file—that of the insurance 
company. By this means sufficient 
information in respect to foreign buyers 
has been collected to enable the in- 
surance company to estimate intelli- 
gently the risk involved and to under- 
writer the consequent credit hazard. In 
addition, information is collected and 
published in respect to the more impor- 
tant market zones and in respect to the 
credit standing of foreign merchants. 
Exporters, therefore, are able to grant 
credit intelligently. 

The article gives the procedure fol- 
lowed in handling insured export ship- 
ments and the procedure followed in 
case of loss. It also gives the benefits 
derived by exporters from the insuring of 
foreign shipments—benefits which, stated 
briefly are the prevention of loss by 
intelligent granting of foreign credit and 
by insurance against credit hazards; the 
coordination of effort in respect to collec- 
tion of information concerning foreign 
merchants and markets; the publica- 
tion of a credit guide; the concentra- 
tion of legal effort; and the facilitation 
of financing. 


No doubt a. 


bia 


' February 


TOUCHE, NIVEN & CO., public ac- 
countants, announce the admission to: 
their firm of Robert C. Brown, C.A..,. 
C.P.A. Mr. Brown assisted Mr. C. R. 
Whitworth, of the firm of Touche, Niven 
& Co., for a number of years in the man- 
agement of their Chicago office which - 
will hereafter be conducted under the 
joint direction of Mr. Whitworth and 
Mr. Brown as resident partners. 


ALVIN J. LICHTENBERG, a graduate 
of Pace Institute, New York, announces. 
the opening, on January Ist, of cffices for 
the practice of accounting and auditing, 
at 110 East 42d Street, New York City.. 


Opening of Columbia 
School of Business 


HE School of Business of Columbia: 
University had its official opening on 
Saturday evening, December 6th,. 
in the new School of Business building on 
116th Street. 
Brief addresses were given at the open- 
ing éxercises by President Nicholas. 
Murray Butler, Dr. D. P. Kingsley, and 
Mr. W. J. Banham. The: opening 
speeches were followed by a reception,,. 
given by the director and his staff, and 
by an inspection of the Buildings by the 
guests. 


Washington Gradu- 
ates—Representative 
Group | 


T is interesting to note that sixteen 
I different states and the District of 
Columbia were represented by the 
thirty graduates of Pace Institute, 
Washington, this year. 

New York, Virginia, Massachusetts,,. 
Pennsylvania, and the District of Colum- 
led with three graduates each.. 
Illinois, Missouri, and Maryland followed 
with two each. States represented by 
one graduate each were Michigan, North 
Carolina, Indiana, Kansas, Kentucky,,. 
Rhode Island, Texas, California, and 
Ohio. 


“Study Accountancy at Pace” 


Controllers, auditors and professional accountants everywhere give this advice to 
men and women interested in Accountancy developmert. Classes are organized at 
brief intervals at Pace Institute, New York, and instruction is also given by Exten- 


sion (correspondence). 


30 Church Street 


Pace Institute 


Irformation cheerfully furnished upon request to Registrar. 
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Accounting Procedures for Contractors 


Timely and informative article based on §taduation thesis submitted by 


Arthurass 


imposed by the cessation of building during the 
five-year period of the Great War—business aplenty, 
but prices for materials and labor sky-high. Under 
these conditions, the control of costs and the 
elimination of every cent of unnecessary expendr- 
ture are vital factors of success. Mr. Swenson in 
this thesis, which has been adapted for magazine 
Purposes, has presented accounting records and 
procedures that will be of value to the contractor 
and to accountancy students. Comment on the 
article or additional suggestions on accounting 
Procedures for contractors will be welcomed by 
THE PACE STUDENT.—THE EDITOR. 


T has been only within the past few years, that 

a uniform method of handling accounts and 
records in the contracting business has been 
established. Each contractor heretofore enter- 
tained a distinctive idea of the method of handling 


the necessary cost accounts. Although a_ uni- 
form procedure existed among contractors with 
respect to separating costs on each contract, very 
few attempted to articulate these records with the 
general books. © 

Due to the great building boom following the 
great World War, contractors have been forced to 
Competi- 
tion became so great as to seriously handicap or 
force out of business those persons who relied 
upon guess-work as their basis for estimating. 
The old practice of approximating costs by guess- 
work is rapidly becoming past history with suc- 
cessful contractors. 


The purpose of this article is to give in a general . 


way the salient points with respect to accounting 
procedures for the contracting business. A large 
and important task of the contractor’s office is the 
preparation of cost data for the purpose of pre- 
paring bids for new contracts. In preparing the 
cost figures for a particular building, the architect’s 
plans and specifications determine the type of 
building to be constructed, and the kind, quantity, 
and quality of the material to be used. The esti- 
mator by reference to similar contracts completed 
at some previous time is enabled to submit a much 
closer bid than he could if such information as to 
former contracts is not available. Estimate sheets 
are used for the purpose of recording the details 


Building contractors have been facing conditions |: 


Swenson 


of the costs of a contract under bid. The total 
cost of each operation is computed by separating 


it into its material and labor cost; and a further 
analysis is made of each of these items into classes 


of material and labor. All of the construction 
work may not be done by the principal contractor. 
Very often some of the construction work may be 
done by another contractor, a specialist in a 
particular type of work, at less cost than. the 
principal contractor could do it himself,” The work 
delegated to another contractor is called a “‘sub- 
contract.’’ Bids are submitted by subcontractors 
to the principal contractor. Bree wernt a 


Contracts in General.. rr 


After a bid has been accepted, a contract is 
drawn up between the owner or his duly appointed 
agent and the contractor. In this contract are 
expressed the terms upon which the building is 
to be constructed and the manner and date of the 
payments to the contractor. The payments, 
which the contract usually stipulates are to be 
made periodically, are based upon the percentage 
of completion of the building. Before payments are 
made to the contractor, it is the customary practice 
to have the architect give a certificate to the owners 
as to the quality of the work and the percentage 
of completion. Another practice, which is finding 
general adoption, and which is of much benefit to 
the contracting business, is that of periodical cost 
requisitions and statements, bearing the certifica- 
tion of a cértified public accountant, that all the 
costs are properly and accurately stated. This is 
done only on special contracts, and is usually 
provided for in the contract. 


Classes of Contracts 


There are in use, throughout the construction 
business, three general classes of contracts. The 
frst is what is known as a “‘fixed price contract.” 
In a contract of this kind, the contractor sets a 
fixed price for all the construction work covered 
by his bid. This kind of contract is highly 
speculative and has its advantages and its disad- 
vantages to the contractor and to the person for 
whom the work is being done. If, due to market 
conditions, material and labor costs are decreased 
a benefit is derived by the contractor; but if the 
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material and labor costs increase, it is detrimental 
to him. The owner of the building under con- 
struction is safeguarded from the effects of the 
rising market, but if the market is on a decline, 
no benefit is derived by him because his contract 
price is fixed. Recent conditions in the building 
trade have seriously affected many contractors, 
but the greater part of the losses were among those 
who were operating largely on fixed-price con- 
tracts. The soaring material and labor costs 
consumed all of their expected profits, and in many 
cases also impaired their capital. Because of this 
uncertainty of the market, by far the larger num- 
ber of contracts are now being taken on either 
of two other bases. | 

The second class of contracts is the ‘‘fixed com- 
mission contract.’’ This contract allows a certain 
commission to the contractor, regardless of the 
cost of construction, with the one condition that 
the contractor must limit the cost by guaranteeing 
that it will not exceed a certain amount. The 
contractor must render periodical statements, 
usually monthly, to the owner giving the detailed 
costs to date. These statements must be verified by 
the architect in charge before they will be accepted 
by the owner of the building. The commission is 
usually based on the portion of the work done, so 
that in the architect’s certificate, the percentage 
of completion must be given. In this type of 
contract, because the cost to the owner is based 
upon the actual material and labor costs, he will 
make certain that the contractor is not over- 
stating the costs and is not taking a greater length 
of time than necessary. The contractor is safe- 
guarded in this type of contract against a rising 
market. because the actual construction cost is 
borne by the owner, and a fixed amount of com- 
mission is to be his compensation. 

The third general type of contract is that known 
as the “‘cost-plus contract,’’ under the term of 
which the contractor receives a fixed percentage 
of the cost of the construction as his compensation. 
This contract seems to be the most popular and 
advantageous for the contractor in periods of 
unsettled markets, as they are today, because it 
places the burden of rising costs upon the owner. 
The advantages are similar to those given above 
for the fixed commission contract. In both of 
these classes of contracts, the contractor must keep 
accurate cost records because the owner may object 
to the costs as submitted to him, and then demand 
to have the contractor’s records examined for 
possible errors or fraud. 


Elemen ts of Cos t 


Contract accounting requires a model job cost 
system. All cost incurred and income derived 
from a contract are recorded and serve as data 
from which profit or loss on a particular contract 
is determined. 

The cost classifications are divided into five 
general classes—material, labor, subcontracts, mis- 
cellaneous expenses, and overhead. 

These cost classifications are similar to the three 
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groups of production costs of a factory. The 
material and labor charges correspond to those of 
the factory with the exception that labor on 
contracts includes such items as wages of foremen 
and of timekeepers. Subcontracts are identical 
with respect to outside labor charges of the factory, 
such as work done in the homes of employees. 
The fourth and fifth classifications consist of items 
similar to the overhead expenses of the factory, 
separated into direct and indirect charges. 

In many offices each of these classifications are 
further subdivided into the various kinds of 
material and the different classes of labor and 
subcontracts. 
the items will be given later. 


Records 


Many of the records in the contracting business 
are similar to those in the ordinary commercial 
concern, and no explanation will be made with 
respect to these because their functions and opera- 
tions are similar. 

The following accounting records are necessary 
in a contractor’s office of medium size: 

General records, such as the general ledger, 
journal, and bill book; cash records; purchase book 
or voucher register; requisition for payment 
register; and a contract cost book. 

All cash records are similar to those used in the 
office of the average commercial organization and 
need no further explanation. bi 


The General Ledger 


Several of the accounts in the general ledger are. 


somewhat different from the ordinary accounts 
met with in the trading and manufacturing office. 
Their principles are the same, however, so that 
they should give no particular difficulty. 

The accounts which may afford,some difficulty 
are the cost accounts, the names of which might 
cause the average person to believe that their 
handling is much more difficult than it really is. 
The principles and functions of these accounts do 
not differ from any other set of cost accounts in 
an ordinary manufacturing plant. The control- 
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ling account principle is used throughout the entire 
system and is a means of keeping the records up to 
the highest point of accuracy and completeness. 
The important general ledger accounts relating 
to the contracts are as follows: | 
Materials on Uncompleted Contracts 
Labor on Uncompleted Contracts 
Subcontracts on Uncompleted Contracts 
‘Miscellaneous Expense on Uncompleted Con- 
tracts 
Overhead on Uncompleted Contracts 
Income on Uncompleted Contracts 
Contract Costs absorbed by Completed Con- 
tracts 
Overhead Expenses absorbed by Contracts 
Costs of Completed Contracts 
Income of Completed Contracts 
A detailed explanation of the functions of each 
account will be given later. 


Voucher Register or Purchase Book 


Either a voucher register or a‘purchase book or 
a combined voucher register and purchase book 
may be operated, the selection depending upon the 
policy of the organization as to the method of 
payment of bills. For purposes of explanation, 
the use of the purchase book will be described. 
In the purchase book, a separate column should 
be provided for each cost item, in order that total 
postings may be made at the end of the month to 
the controlling accounts in the general ledger. 
These columns may be headed as Material, Labor, 
Subcontracts, Miscellaneous Costs, etc. These 
columns should be subdivided 
sions, one for the amount and the other for the 
contract number. This is done for the purpose 
of recording to which contract each item is to be 
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distribution of labor costs may not come through 
the purchase book, in which case the distribution 
is made in the cash book, or possibly in the journal 
if the total pay-roll accrual for the month is set 
up by journal entry. By having separate columns 
for each cost classification in the purchase book 
and separate controlling accounts in the general 
ledger, errors are less likely to occur. In case the 
detailed costs in the contracts cost record do not 
agree with their controls, checking from the 
original records to the contracts is facilitated by 
this segregation. The miscellaneous costs column 
in the purchase book may be used for any group 
of transactions which occur with regularity during | 
the month. The ordinary operation of the pur- 
chase book needs no further explanation. 


Requisition for Payments Register 


The function of this book is the same as that of 
the sales book in the commercial organization. 
In many contracts there is a provision that, before 
a requisition is sent to the owner, it must be ap- 
proved by the architect in charge of the con- 
struction. If the contract is on a cost-plus basis — 
or on a fixed-commission basis, a detailed list of 
the construction costs and the amount of the com- 
mission must be given in the requisition. If the 
contract is one with a fixed price, the percentage 
of completion of each division of the construction 
must be given. In either case, it is customary to 
provide in the contract that the owner shall 
retain and deduct from the requisition a percentage 
of the cost, usually 15%. The contractor shows 
this deduction on the requisition before submitting 
it to the architect. This 15% is paid on final 
acceptance of the contract. 

When the requisition is sent to the architect, a 
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register. Each requisition is given a number. 
An ordinary record is suitable for this purpose, the 
following information pertaining to each requisi- 
tion being given: date of requisition, requisition 
number, contract number, owner, architect in 
charge, and amount of requisition. 

After the requisition has been recorded in the 
requisition for payments register, a copy of the 
requisition is given to the cost clerk who records 
the date, requisition number, and amount on the 
cost sheet for the contract to which it is credited. 
At the end of the month the total amount of 
_ requisitions issued is the basis for an entry in the 
general ledger controlling accounts. This entry 
will be further explained when the subject of 
Income on Contracts is discussed. 

The contract cost record is the most important 
record in the accounting system. It contains all 
the facts and figures pertaining to the costs and 
the income of each contract. This record must 
be kept up-to-date at all times in order to show 
the progress of the work under construction, and 
in order to send out the requisitions for payment 
on time. There is no standard cost record in use 
among the contractors. Each contractor uses and 
designs a record which he deems the most satis- 
factory for his own needs. However, there is 
uniformity in some respects as to the separation 
of the costs into- material, labor, subcontracts, 
and overhead, and as to the use of a columnar 
record. 

This record should preferably be a loose-leaf 
columnar ledger. The use of separate binders for 
completed and uncompleted contracts is desirable. 
When a contract is completed, the cost sheet 
should be transferred to the ‘‘completed”’ binder. 
A small-sized office does not need as detailed a 
record as the medium and large-sized office. 
Usually a cost book designed somewhat as in 
Form 1 could be used to good advantage in the 
small office. For the medium-sized office a cost 
book designed as in Form 2 would be of most 
practical use. Form 2 consists of a combined cost 
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book and accounts receivable ledger. Thus, two 
columns on the extreme left are used to record the 
charges to owners and the payments made by 
them. The charge to the owner is made from the 
copy of the requisition after it has been recorded 
in the requisition for payments register. The 
payments received from the owner will be posted 
to the cost book from the owner’s checks as they 
are received or from the cash receipts record. 

Form 1 is simple and needs no explanation since 
the explanation given for Form 2 will also apply 
in some respects to Form 1. In Form 2, a separate 
column is used for each cost classification; namely, 
material, labor, subcontracts, miscellaneous ex- 
penses, and overhead. If it becomes necessary to 
know the details of each of these cost classifications, 
an analysis of each column would be necessary. 
This would entail no great amount of labor. 

In many of the medium-sized and in most of the 
large offices, a more detailed subdivision of the 
costs is necessary. The costs, segregated ac- 
cording to kinds of materials, the classes of work 
performed by the workmen, and work done by 
subcontractors, are of vital importance. In these 
offices, Form 2 is used more as a summary cost 
sheet for each contract. Separate columnar re- 
cords are employed for the subclassifications of 
material, labor, and subcontracts. The records 
may be in loose-leaf form or in bound books. 
In some respects, the loose-leaf sheets are more 
practical and can be filed after the contract is 
completed. Form 3 gives an illustration of the 
record in which the detailed material costs, sepa- 
rated as to kinds of material, are recorded. Form 4 
gives an illustration of the record of the labor 
costs, separated into operations performed by the 
workmen. A record similar to Form 4 would be 
used for the details of the subcontractors’ charges 
separated into the kind of work performed by them. 

At periodic intervals, usually at the end of each 
month, the total charges during the month for 
material, labor, and subcontracts are posted to 

(Continued on page 58) 
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Will the Accountant Become the Adviser of the 
Business Man? 


HO advises the business:‘man in his hours 
of perplexity? Who helps him: to keep 
the road when the business machine turns 

a sharp corner because of price readjustments? 
Who is to advise him as to the form his organiza- 
tion should take in a time when misjudgment means 
additional taxes? With whom is he to counsel 
when he seeks a way to extend his credits, to in- 
crease his capital, to find new markets? The 
engineer? No. The lawyer? Rarely. The account- 
ant? Perhaps. The “perhaps,” with its conno- 
tation of choice on the part of the accountant, is 
excuse for this article. The financial advisory 
work of the greatest commercial nation in the world 
is in the balance. 

Business propositions from every part of the 
world are flowing in an endless stream to the 
United States—to the world’s greatest repository 
of capital. Particularly, the propositions come to 
New York. Governments, provinces, cities, as 
well as public utilities and business enterprises of 
all sorts, are to be financed. The calls come from 
an impoverished Europe and from an undeveloped 
Africa, Asia, and South America. These proposi- 
tions lie today, in one form or another, upon ten 
thousand desks. Here is the simple story of one— 
its inception, its investigation, its conclusion. 

John Jones, let us say, was informed of a business 
opportunity in Venezuela. The proposition was 
attractive. A net return of 25 per cent. upon the 
money to be advanced seemed probable, with the 
chance of turning over the investment within a 
short time at a generous profit. Jones knew little, 
however, about the kind of manufacturing that 
was to be carried on and even less about local con- 
ditions and markets. He was willing to take a 
business risk, but he was unwilling to take a fool’s 
chance. He was perplexed. 

And this is what John Jones actually did. He 
called up a certified public accountant—an ac- 
countant with investigative and auditing experi- 
ence in many kinds of business and a familiarity 
with Latin-American conditions. The accountant 
was told of the proposition; he was asked to 
journey to Venezuela, to investigate the conditions 
for the purpose of giving his advice as to whether 
or not the proposition should be accepted. The 
accountant, having many commitments, replied 
that he could not personally go, but that he could 
send an associate who was, by reason of his knowl- 
edge of the Spanish language and of South 
American conditions, especially qualified for the 
work. An arrangement was made by which the 
associate was to make the investigation and cable 
the facts to the accountant, who in turn was to 
give his advice. The cablegrams were received in 
due course; the property was purchased and de- 


veloped. The associate accountant stayed to 
organize the work. He installed an accounting 
system, and he chose and trained a manager. The 
business produced from the start a satisfactory 
return, and the investment has greatly increased 
in value. An advisory service, quite distinct from 
auditing or constructive accounting, was thus 
rendered and paid for. 

These propositions continue to pour in. They 
open the way, if properly considered, to our success- 
ful extension in world trade and finance. They in- 
volve questions of markets, costs, personnel, and 
finance. Occasionally, an incidental problem of 
law or engineering is involved. But chiefly, they 
are problems for the technician in organization, ac- 
counting, and finance to solve. Hence it is that 
the accountant more often than not is called upon 
to determine facts and to render the advisory 
service required by the prospective investor. The 
accountant, more than any other professional man, 
is able to extend counsel that will segregate from 
the great mass of offerings the wheat of sound 
enterprise from the chaff of visionary promotion. 

Perplexing problems are not by any means con- 
fined to business propositions of foreign origin. 
Each local community, each business, in fact, in 
this country of new and developing industries, of 
chain stores, of truck haulage, and of radio and 
moving-picture production—each community and 
each business, we say, creates and presents its own 
intricate and perplexing problems. Consider, if you 
please, a few of them. 

Organizations have been built upon the manu- 
facture and sale of talking machines—upon a world 
demand for the only instrument that could be used 
to bring every variety of music and speech into the 
home. Literally out of the clear blue sky came 
music and speech by radio, and within a year or 
two a radio appliance concern developed a business 
of $55,000,000—-a business built on an instrument 
sold in direct competition with the talking machine. 
Troublesome times, you will say, slippery roads 
and sharp curves, for any concern carrying its 
business eggs in the single basket of talking-machine 
production. Here is urgent need, you will agree, 
for sound counsel. Questions of markets, costs, 
finance—expansion with new lines of business or 
retrenchment with old—surge to the front. 

Many an industry was not able to turn the 
sharp corner caused by the development of the 
automobile. Studebaker and a few other manu- 
facturers of horse-drawn vehicles turned the corner 
successfully—other manufacturers did not. It 
may be recalled that many horse-drawn vehicles 
were assembled, in whole or in part, and that the 


' business of providing accessories was large. Where 


now are the concerns that formerly did this busi- 
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ness? One company manufacturing dashes for 
buggies had a business in excess of $3,000,000 per 
annum. It survived, but not on dash business. 
The successes of the automobile business are well- 
known—the tragedies are in the memories of the 
men who failed to read the business signs aright. 

The developing conditions of a new industry, 
however, provide plenty of thrills to the business 
manager—more in fact than come to the manager 
in the older industry. The going is all over the 
road, with plenty of need for acceleration as well as 
four-wheel brakes. Ask the promoters of a develop- 
ing radio organization—a seller’s market, demand 
beyond supply, in December; an unaccountable 
slump in January; an improved device in February. 
It takes clear-headed work to carry over when a 
company that spent its advertising appropriations 
for many years to. convince the public of the 
exclusive advantages of a four-cylinder motor, 
changes overnight to a six or an eight or a twelve. 
It takes courage and clear vision, too, for an auto- 
mobile company that has built its business on a 
high-priced car successfully to cross over to the 
marketing of a low-priced car. 

Consider the corset makers, if you please, in 
their devious wanderings during the last twenty 
years. Consider the business effects caused by 
the bobbing of hair. Consider the progression, by 
way of the shaving stick and shaving powder, 
from shaving soap to lather in tubes. Think of 
the transfer of shaving activities from barber shop 
to home caused by the safety razor. Business 
problems have we here by the hundreds, real 
problems relating.to profits and losses. 

The rapidly shifting basis of living, the intro- 
duction of luxuries that soon bécome necessities, 
the added utilities provided by advancing science, 
the creation of new markets and the abandonment 
of old markets by reason of changes in fashion— 
all these things and others, cause problems that 
call for scientific study and consideration. Prob- 
lems of credit, of finance, of banking, of promotion, 
of cost finding, of sales analysis, and the like are 
inextricably associated with the problems relating 
to character of product and scope of business. 
These problems are not often of an engineering or 
legal character. They have been solved in the 
past, after a fashion, by business men on the basis 
of experience gained in particular businesses. . The 
problems are difficult—the demand for technical 
assistance is growing. Advisory ability equal to 
this advisory task, however, :can be built only 
upon a mental training and a width of observation 
that exceed that possessed by the ordinary business 
man. The adviser must be able to make a contri- 
bution of undoubted value. 

Does the accountant when called upon measure 
up to this advisory responsibility? Usually he does. 
For example, a large and successful concern giving 
a service in the city of New York called in a firm 
of accountants. The purpose was to make an 
audit and a study of the business with the view of 
improving its operating procedures and reducing 
its operating costs. The business, while not of a 
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merchandising character, had many of the features 
of a chain-store operation. Plans of extension into 
other cities were under way and long-time leases 
were being prepared for signature. 

The accountant in charge of the studies devel- 
oped the fact that less than 30 per cent. of the 
local field in New York City was covered. Among 
other things, he called attention to the undeveloped 
local field, and he advised against the extension of 
the activities to other cities. He pointed out the 
greater difficulties imposed in managing at a dis- 
tance and the greater net profits that would prob- 
ably be realized if the local territory were first 
fully developed. He based his opinions on his 
studies and his observation of the work of other 
companies. His advice was accepted. The 
negotiations for facilities in other cities were 
abandoned, and all energies were centered on the 
more profitable local development. 

Perfectly obvious, you will say, action of this 
sort—action that any shrewd business man would 
be expected to take without counsel. 
remains, however, that the men who received and 
acted upon this advice were shrewd enough to 
build a very successful business in a highly com- 
petitive metropolitan territory, and that they were 
about to enter upon a difficult and problematical 
field of development while overlooking the better 
field immediately at hand. Many thousand dollars 
of additional annual profits for the few years have 
come by reason of the advice given by the account- 
ant. The advice did not relate to legal or engineer- 
ing matters. 

The provision of physical facilities of the right 


sort is not the least of the business. man’s worries, ~ 


no matter whether he operates as a merchant or as 
a manufacturer. An instance comes to mind, in 
which a highly successful manufacturing firm, de- 
siring more accurate knowledge with respect to its 
costs, employed a certified public accountant to 
devise and install a cost-finding method. The 
work disclosed unnecessary costs due to the storing 
of raw materials and finished goods in scattered 
and unsatisfactory storerooms; it developed that the 
operations were conducted in three or four anti- 
quated buildings involving the expensive transfer 
of materials and work-in-process from building to 
building; it brought to light poor shipping facilities 
and excessive haulage costs. The cause of these 
conditions was primarily one of inadequate and 
poorly-located facilities. 

~ Out of this work, undertaken on the part of the 
firm with no thought of shaping basic policies, 
came the recommendation from the accountant for 
the securement of modern and adequate factory 
quarters and the abandonment of the old and ex- 
pensive facilities. With the recommendation 
came also the suggestion that the plant manager, 
if it were at all practicable, should be taken into 
partnership. This suggestion was based on the 
fact that the manager, without the knowledge of 
the members of the firm, had become exceedingly 


‘restive and was considering the advisability of. 


seeking another engagement. His _ specialized 
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knowledge was of great value to his concern, and 
after a study of all the factors, it seemed to the 


accountant that good business demanded such a. 


readjustment of the relationship as would insure 
the retention of the manager’s services. All the 
recommendations were accepted and brought to a 
successful conclusion. Real estate matters were 
handled by real-estate men; legal formalities were 
taken care of by the lawyers; and the engineering 
problems were entrusted to engineers. Basically, 
however, the advice was with respect to business 
policies and did not involve either engineering or 
. legal matters. 

A hundred other instances and more of like tenor 
_ could be given from the experience and observation 
_ of one practicing accountant. Thousands could be 
collected from the experiences of the members of 
one state society of accountants. Enough typical 
instances have been given, however, to indicate 
how the work of the accountant uncovers the facts 
and lays the basis for advice. 

Notwithstanding these instances, and the fact 
that the accountant is moving, perhaps without 
conscious appreciation of the fact, into this great 
advisory field, it must be remembered that the 
ordinary practice of accountancy does not require 
the giving of advice to clients. The backbone of 
accountancy practice, it will be admitted, is found 
in the audit of business transactions. On the basis 
of these audits, statements and reports are made 
which are used for credit and promotion purposes 
and for distribution to stockholders or other people 
in interest. The analysis of the work ordinarily 
performed by accountants leads us to two con- 
clusions, namely: 

First, that financial facts are determined by a 
meticulous réview and analysis of what has hap- 
pened and of the existing state of affairs. For 
example, it is determined that the title to certain 
pieces of real estate vest in the client and that he 
‘owns certain securities and certain lots of personal 
property. It is also determined that he is in- 
debted to others in certain amounts, that he has 
received and paid out certain amounts of cash. 
The accountant thus determines matters of fact, 
which are presented to his client by means of state- 
ments and reports. 

Second, the accountant presents certain con- 
clusions in conjunction with facts. It is not enough 
for him merely to determine the facts as to the 
ownership of real property and other assets—he 
must reach conclusions as to their value. The value 
of an asset pending realization is always a matter 
of judgment. Who can state, as a matter of strict 
fact, that a machine in full and efficient operation 
has depreciated 10 per cent., 20 percent wor 
50 per cent.? Judgments are necessary on every 
hand. Both the balance sheet and the profit and 
loss account are based largely upon expressions of 
opinion. 

The accountant, therefore, presents to his clients, 
as an ordinary incident of his practice, findings of 
facts and judgments. He does not, however, 
usually or necessarily tell his client that, in view 
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of the facts and conclusions given, he, the client, 
should maintain or change one or more of his 
business policies. It is no part of the work of the 
auditor to suggest a method of reorganization, a 
means of obtaining credit, a revision of selling 
policies, or the like. He is often not willing to give 
such advice, even if it is requested. Particularly, 
he is not always accustomed to the idea of charging 
for his advice a-reasonable fee. Is the accountant 
to limit his work to this important, though re- 
stricted, field? Is it desirable? Is it necessary? 
We think not. 

Here stands accountancy, the newcomer among 
the professions, at the very threshold of a most 
interesting and profitable development of its field 
of work. The successful taking over of this enor- 


mous field of professional endeavor is dependent 


upon the capacity of the accountant to give worth- 
while advice and his desire to render the service. 
In the early days, the accountant admittedly often 
lacked the fundamental economic training and the 
width of viewpoint necessary to perform this im- 
portant service. Now come thousands of younger 


men, many of them with college education and 


professional training in schools of accountancy and 
business administration. As these men become 
experienced and assume the full responsibilities of 
accountants, when they present facts and con- 
clusions as a result of audits, are they to stop on 
the threshold of this advisory field, or are they to 
enter it and extend the frontiers of accountancy 
far beyond the vision held by the accountancy 
pioneers?. 

So far, the accountant, stepping rather gingerly, 
has been led into this field by his client. He has 
often been surprised, by reason of favorable out- 
come, at the worth of his own advice. Now and 
again he has found a way to give advice and to 
charge a reasonable fee for it. Examples have 
already been cited. The handling of tax cases has 
done much to educate both the accountant and 
the business man with respect to the value of the 
advisory service which the accountant can render. 
Precedents have already been established. 

And still the field remains practically uncovered, 
an open hunting-ground for the lawyer, the en- 
gineer, the industrial engineer, and—the account- 
ant. We repeat: Are-the practicing accountants 


' to stake off their place in the sun in this advisory 


field of development, or are they to work within 
the narrow confines of the old accountancy practice? 
There can be only one answer. The practicing 
accountants of the country will, in the course of a 
generation, take over the financial advisory work 
of this great industrial and commercial country. 
They will meet the responsibilities, they will profit 
by reason of the performance of a work that will 
far transcend the importance of their work as 
auditors. To the accountant of 1950, the ac- 
countant of 1925 will appear as limited as the 
graduate bookkeeper-accountant of 1900 appears 
to those of us who are now carrying the burdens of 
accountancy practice. Welcome a greater Ac- 
countancy!—Editorial by Homer S. Pace. 
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Accounting Procedures for Contractors 
(Continued from page 52) 


the summary cost record, as in Form 2. 
The total costs in the subsidiary cost 
sheets are then proved with the totals 
of their respective columns in the sum- 
mary cost record. This summary cost 
record is then in turn proved with con- 
trolling cost accounts in the general 
ledger. At the completion of the con- 
tract, the costs are summarized in the 
summary cost record (Form 2) in order to 
determine the profitor lossonthecontract. 

The column at the extreme right is for 
recording income on the contract. When 
the requisition is posted as a charge to 
the owner in the first column on the left, 
an entry is also made in Income column 
as acredit tothe contract. This column 
will always agree with the charges to the 
customer with the exception of special en- 
tries being passed in either of the 
columns. 

Further explanations will be given 
under the description and handling of the 
contract accounts in the general ledger. 


Other Records 


Other records of importance are the 
material transfer record, material requisi- 
tions from stores, and the insurance 


record. None of these need explanation | 


because they are similar to those found 
in manufacturing plants. 


Contract Costs and Accounts in 
General Ledger 

An explanation of the contract costs 
and the special accounts in the general 
ledger, as outlined before, is now in order, 
both as to nature of their handling and 
as to special matters in connection with 
the gathering of the figures for postings. 


Material 


A detailed classification of the material 
is usually required in order to make a 
comparison with the original estimate 
sheets. A detailed record, such as 
Form 3, is necessary in order that the 
cost of each kind of material may be 
known at all times. In most cases, the 
material is bought for a particular job 
and is shipped direct to the job. The 
timekeeper or foreman on the job verifies 


the receipt of materials and so reports to 
the main office. Not only must the kind 
of material be known but also the kind of 
work or part of the construction for 
which it is to be used, as for foundation, 
reinforcing concrete, sidewalks, grading, 
or walls. Thisisnecessary so that at the 
completion of the contract, the full cost 
of material, labor, and sub-contract on 
each operation will be known. A com- 
parison can then be made to ascertain 
whether or not the original estimate of 
cost has been maintained. 

There are some bulk materials on the 
jobs which cannot be charged to any 
particular class of work operation until 
they are actually used, such as sand and 
cement. These materials are purchased 
for the job in quantities and are stored 
until needed. In order to obtain the 
necessary information, a weekly report 
must be made to the office by the 
foreman, as in Form 5. A record is 
made of each class of bulk material as 
to the amount on hand at the beginning 
of the week, amount received during the 
week, and the amount on hand at the end 
of the week. By subtracting the 
amount on hand at the end of the week 
from the sum of the opening inventory 
and the purchases, the amount used is 
determined. The foreman then - ac- 


counts for this amount used by giving © 


the quantities used on each work opera- 
tion during the week. 

After passing through the regular 
routine of verification as to delivery, 
quantities, prices, extensions, the con- 
tract to be charged, and the class of 
work, the invoice is entered in the pur- 
chase book. The distribution is made 
to the material column. The number 
of the contract to which it is to be 
charged is placed after the amount. 
The invoice is then routed to the cost 
clerk who enters it in the material cost 
sheet of the contract to which it is 
chargeable and is distributed as to kind 
of material. At the end of the month 
the total of the material column in the 


purchase book is posted to the general 


ledger as a debit to the account Materials 
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on Uncompleted Contracts. This is 
the controlling account for the material 
charges to the contracts. The total 
material costs on the contracts should 
agree with the balance in this controlling 
account. 

Some contractors purchase materials 
for stores and not for any particular 
job. These materials are placed in a 
storeroom or stockyard until the time 
they are needed, when they are shipped 
to a job. When these materials are 
purchased, the charge is made to a 
Construction Materials account in the 
general ledger. As withdrawals are 
made by requisition, a record is made of 


. each requisition in a requisition from 


stores record. Charges to the contract 
are made by the cost clerk from the 
requisition. At the end of the month, 
the requisition record is totaled, and a 
journal entry is made as follows: 


Material on Uncompleted . Con- 

tracts... 932 eee 

To Construction Materials. . . 

For materials transferred from 
Stores to Jobs. 


xx 


Labor 


There is usually a timekeeper on each 
job whose duty it is to record the time 
of each workman. Often he is assisted 
by the foreman. Daily reports as to 
the number of hours worked by each 
man, and the kind of work done must 
be sent to the office each night. 
number of each man, his name, the kind 
of work, number of hours, and the rate 
per hour must be reported. After the 
daily report has been checked and veri- 
fied in the office, the details are copied 
in the pay-roll book. This pay-roll 
record is used to make up the weekly 
pay-roll. The timekeeper on the job 
also has a pay-roll record similar to the 
one in the office, which is used for re- 
checking as the men are paid off. At 


_ the end of the week, when the pay-roll 


check is prepared, the labor charges on 
each contract are posted to the labor 
cost sheets as given in Form 4, and 
proper distribution as to work opera- 
tions is made. This posting may be 
done each week as a posting of the 
amount of the check entered in the pay- 
ments register, or the amount of the labor 
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may be entered at the end of the month 
if an entry is made for the pay-roll 
accrual for the entire month. If the 
accrual entry is used, the credit would be 
made to the pay-roll accrual account. 
All pay-roll checks drawn would then 
be charged to this account. If the 
weekly posting from the cash book is 
used, it is proper to set up the accrual 
for the accrued wages between the last 
pay-roll date and the end of the month. 
However, since all pay-rolls are charged 
direct to contracts, many firms do not 
set up any accrual for pay-roll at the 
end of the month. The cash payments 
are then used as the posting medium. 
If the monthly accrual method is to be 
used, the following entry would be made 
at the end of the month: 


—— 


Labor on Uncompleted Contracts xx 
PeGrAcctuec FE ay-folless.. 5... : XX 


For labor for month of August, ) 
1923. 


All payments would then be charged 
to the Accrued Pay-roll Account. The 
details are posted to the labor cost 
sheets of each contract and distributed 
to the proper work operation. The 
total amount of labor costs on all of the 
contracts, as recorded on the labor 
cost sheets, should agree with the 
balance in the controlling account Labor 


on Uncompleted Contracts in the general’ 


ledger. 
Subcontracts 


Contractors :rarely, if ever, take a 
contract with the intention of having all 
of the work done by their own men. 
It very often is the case that a contractor 
can sublet at a lower cost certain parts 
of the work to other contractors who 
specialize along particular lines than he 
could do it himself. This taking of 
work by other contractors is called sub- 
contracting. The subcontractor may 
be as large a contractor as the principal 
contractor, the term subcontractor only 
meaning that his contract is one sub- 
ordinate to the original contract with 
the owner. 

The subcontract records comprise the 
third group of costs accounts. As work 
is let out on subcontract, the contractor 
could set up this liability to the sub- 
contractor and charge it into the cost 
of the contract. However, this is not 
syood practice because no direct liability 
is incurred until the subcontractor per- 
Vorms his part of the work in order to 
request payment from the original con- 
tractor in accordance with the terms of 
the contract. It is better practice to 
set up as a liability the periodical requi- 
sition of the subcontractor after it 
has been approved. No entries should 
be made on the general books of the 
amount or the receiving of the contract. 
An entry should be made in some 
memorandum book recording contracts 
received. A record should also be made 
in memorandum form in the account 
with the subcontractor. When a requi- 
sition for payment has been received 
from the subcontractor and has been 
approved, it is entered in the purchase 
book and distributed tg the subcon- 
tracts cost column. The requisition 
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is then forwarded to the cost clerk, 
who enters it in the detailed subcon- 
tracts cost sheets, similar to the pay- 
roll sheets in Form 4, and it is distri- 
buted to the work done by subcontractor. 

In most offices a special subsidiary 
ledger is kept for subcontractors, the 
accounts not being kept with the ordi- 
mary accounts payable. Where this is 
done, a separate account, known as 
Subcontractors Payable, would be neces- 
sary. The subcontractors’ requisitions 
could still be entered in the purchase 
book as before, the only change in the 
columnar ruling being two. credit 
columns, one for accounts payable and 
the other for subcontractors payable. 
In this way, the distribution is still 
made in the purchase bogk, and all 
invoices and requisitions would likewise 
be entered in the one record. It may 
be desirable to record these requisitions 


in a book separate from the purchase 


book in which case a subcontractors’ 
requisition register could be used in 
which each requisition would be entered 
in manner similar to that used in the 
purchase book. Information with re- 
spect to date of requisition, number of 
requisition, subcontractors’ name, kind 
of work, contract number to be charged, 
and amount, would be contained in this 
register. 

At the end of the month the following 
entry would be made to the controlling 
accounts in the general ledger: 


Subcontracts on Uncompleted 
Contracterewe why eon ee ee KX 
To Subcontracts Payable... .. xX 


For requisitions from subcontrac- 
tors during the month of August, 
1923; 


A memorandum of the full subcon- 
tract price and of the terms of payment 
should be made in the account of the 
subcontractor. In case a subcontractor 
is doing work on more than one contract, 
it is better to open separate accounts 
for each contract, thus reducing the 
liability of error. The total amount of 


the cost of subcontracts as recorded in — 


the detailed cost sheets should agree 
with the balance of the Subcontracts on 
Uncompleted Contracts account in the 
general ledger account. 


Miscellaneous Expenses 


All charges to contracts other than 
material, labor, subcontracts, and over- 


‘head should be charged to Miscellaneous 


Expenses on Uncompleted Contracts in 
the general ledger. A separate column 
is provided in the cost record for these 
items, and a separate column is used for 
the distribution in the purchase book, in 
order to obtain the total for the monthly 
posting tothecontrolling'account,namely: 


Miscellaneous Expenses on Uncom- 
pleted Cornteacts.. . oc ec) 

To Accounts Pavable. 2. ..). -": 

For miscellaneous purchases for 
month of August. 


Overhead 


Asin manufacturing plants, overhead 
is an important item of cost to the 
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contractor. The overhead expenses 
must. be charged to the contracts in 
some manner in order to determine 
which contracts result in a profit and 
which in a loss. Most of the smaller 
contractors do not attempt to distribute 
overhead expense to individual con- 
tracts. Of course, in making estimates, 
they make due allowance for the over- 
head, but they show a gross profit 
figure from all contracts which should 
take care of all overhead and general 
expenses and result in the estimated 
net profit. ; 
There are some expenses which are 
not chargeable direct to any particular 
contract but which must be apportioned 
over all contracts on some sound basis. 
Among these expenses are the following: 


1. Rent of shop 

2. Estimating department expenses 

3. Salary of general superintendent 
(not located at any particular 
job and when his time could not 
be so apportioned) 

4. Depreciation of construction equip- 
ment 


The two principal methods of dis- 
tributing overhead in general use among 
contractors are on cost of direct labor 
and on cost of direct labor and material. 

The second method is considered 
preferable, and may be used by the 
contractor with as great a degree of 
accuracy as any other treatment. This 
method may also include the costs of 
subcontracts in the cost of direct labor 
and material. In some offices the 
depreciation on construction equipment 
is charged directly to the contract on 
which it is being used; and, in others, it 
is treated as a part of the overhead and 
distributed on the basis of distribution 
of overhead in use. Since there are so 
many speculative factors in the con- 
tracting business, the method of dis- 
tribution is not of vital importance, 
provided it is distributed in some form. 

When a contract is completed, an 
estimated percentage of the combined 
labor and material cost can be charged 
to the cost of the contract. The fol- 
lowing entry would be made on the 
general books: 


Overhead on Uncompleted Con- 

RT QCCS tiie kiana eee c HEIs Gee 

To Overhead Expenses Ab- 

SOLDGU AEE: sapere ae Pee 

For 12% Overhead Expenses on 
Contract No. 102. 


XX 


xX 


Instead of being made at the time the 
contract is completed, this entry may 
be made monthly or periodically because 
the total cost is known at any date, as 
the monthly overhead is usually deter- 
minable as is the material and labor 
cost on the contract. Each contract 
can be charged monthly with a percent- 
age of the month’s overhead expenses, 
the percentage to be used for each con- 
tract being the amount that its combined 
material and labor cost for the month 
bears to the total material and labor 
cost on all of the contracts. Thus, if 
contract No. 1 has a material and labor 
cost of $150,000 and contract No. 2 a 
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cost of $100,000 and the overhead for 
the month amounts to $10,000, the 
distribution would be as follows: 


Per- Distri- 
| Cost |centage of| bution of 
| Total |Overhead 
Cost 
Contract No.1.| $150,000} 60% $6,000 
Contract No. 2.; 100,000 40% 4,000 
Total... | $250,000] 100% | $10,000 


This method is the most practical 
where contracts are fairly large and not 
so numerous. When the contracts are 
smaller and more numerous, the esti- 
mated percentage basis, as previously 
described, is better. The above dis- 
tribution can be made monthly as illus- 
trated above, or at the end of any other 
period, such as the quarter or half-year 
periods. . 

The amount of the overhead distrib- 
uted to the contract would be entered 
in the contract cost book in the over- 
head column provided for this purpose. 
This is as much a cost item as material 
or labor and should be given as much 
consideration as possible, because faulty 
estimates of overhead may turn a 
contract, estimated as very profitable, 
into one which at its completion results 
in a measurable loss. 

The entry with respect to overhead 
affecting the general ledger accounts, 
has been given above. The credit is 
not usually made direct to the overhead 
expense accounts but rather to an ac- 
count classified as Overhead Expenses 
Absorbed. In the case of the estimated 
percentage, the actual overhead is 
unknown and credits could not be made 
to any specific expense accounts. This 
absorbed account or credit account 
acts as a suspended credit to the various 
overhead expense accounts. At the 
end of the year, the overhead accounts 
are closed out into this absorbed ac- 
count for the purpose of determining 
the degree of correctness of the per- 
centage used. A debit balance in this 
account would mean an amount of 
overhead expenses unabsorbed, and that 
the percentage of distribution was not 
sufficient. A credit balance would mean 
_an amount of expenses overabsorbed or 
that the percentage was greater than 
necessary to absorb all the expenses. 

In the case of the actual percentage 
basis, the same procedure would be 
followed, although it would also be cor- 
rect to pass the credit direct to the 
overhead expense accounts, . because 
their amounts are known. However, 
the above method is used merely for 
statistical purposes. At the end of the 
year the account is closed by the fol- 
lowing entry: 


Overhead Expenses Absorbed.... xx 
To (credits to various over- 
head accounts)a. «9p es Xx 


For overhead expenses for year. 


Instead of having these expenses in 
separate accounts, the charges could be 
made direct to an Overhead on Uncom- 
pleted Contracts account. At the end 
of the month the distribution to the 
.contracts would have to be computed 
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as mentioned above, but no entry 
affecting the general accounts would be 
necessary. 

The total overhead on all the con- 
tracts should agree with the balance in 
the Overhead on Uncompleted Con- 
tracts controlling account in the general 
ledger. 


Income 


The income on a contract is usually 
based on the requisitions for payment 
submitted to the owner. As mentioned 
above, the requisition is usually sub- 
mitted first to the architect in charge 
for certification of the amount due 
thereon. Requisitions are issued 


‘monthly or for other regular periods, in 


accordance with the terms of the con- 
tract. The requisitions are compiled 
from the cost. records, using either 
the actual costs or a percentage of com- 
pletion of each portion of the work de- 
pending upon the terms of the contract. 
Usually, an amount is retained by the 
owner and is deducted from the amount 
of the requisition by the contractor, 


March 


the percentage usually varying from 
10% to 15%. Only the net amount is 
taken as income in the records of the 
contractor. ‘This deduction is made by 
the owner in order to hold the contractor 
liable for any defects, and to make him 
conform to the terms of the contract. 

The requisitions are recorded in a 
payment requisition book, the opera- 
tion of which has been explained above. 
The amount of the requisition is posted 
in the cost record as a credit to the 
contract in the income column and asa 
charge to the owner in the first or 
requisition charge column. The sum- 
mary entry from the payment requisition 
book at the end of the month to the 
general ledger controlling accounts is as 
follows: ; 


Accounts Receivable............ XX 
To Income from Uncompleted 
Contracts. 2.2... eee Xx 


For total of requisitions sent out 
during the month of August, 
1923. 


WEEKLY PROGRESS REPORT 


- MATERIALS 


On job beginning of week 


Delivered during week 


Less on job end of week 


* Used during week 


Mix Where 


Propor. | Used Quality 


Aggregate 


Face Mortar 


Rough Mortar 
Concrete 


Cinder Concrete 


Grout 


Bags 
ement 


Bbls. 


Cu. yds. | Cu. yds. 
Lime 


Sand Stone 


——__. 
———— 


Inventory of Other Materials 


Quantities placed during week 


Signed 


Timekeeper 
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Many contractors set up, at the time 
the contract is entered into, the full 
contract price as an account receivable 
and as a credit to the contract. There 
are serious objections to this method. 
The asset value of the contract is con- 
tingent upon the fulfilment of the con- 
tract agreement by both parties. Off- 
setting this contingent asset of the 
contractor is the contingent liability 
of the contractor to fulfill the 
obligations imposed upon him by his 
contract. For these reasons, it is the 
customary practice to set up only the 
amount of the requisition as an asset, 
and making only memoranda entries of 
the full contract price. The same 
arguments are to be used against the 
setting up of the full contract price 
with subcontractors. Considerable has 
been written, especially in textbooks, on 
the desirability of recording contingent 
assets and liabilities, and many good 
arguments have been advanced as to 


why they should be included in books — 


of account. However, good as these 
arguments may be for other lines of 
business, the fact remains that con- 
tracting is a business in which there are 
sO many contingencies that it would be 
idle to record them all. If a suitable 
memorandum is kept of the full con- 
tract it serves every practical purpose. 

Many offices that use the completed- 
contract basis of taking profits, to be 
considered later, only record income on 
the contract when the actual cash pay- 
ments have been made by the owner. 
Then only memoranda entries are made 
of the requisitions sent out. However, 
the method as previously explained is 
more practical and can be used without 
much extra work in the office. 


Completed Contracts 


In former years, contractors treated 
as income all requisitions sent out, and as 
expenses all costs on contracts and 
general expenses.: Their cost records 
recording the costs and income on each 
job, were kept only in a memorandum 
book. Agreement with the general 
ledger was not required. Many even 
went so far as to take an inventory of 
the costs on uncompleted contracts and 
treated such on their records as work- 
in-process. 

Contractors have now reached a 
point, however, where they are realizing 
that in order to give them correct 
figures, their cost records must articu- 
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late with the general ledger. Most 
contractors now determine their profit 
on a contract either when the contract 
is completed, or at periodical intervals, 


-using as the basis the percentage of 


completion. 

Both bases have their relative merit 
and demerits. The percentage-of-com- 
pletion basis distributes the profits over 
the period of the contract in accordance 
with the portion of the contract com- 
pleted; but, in many instances, this 
method has proved disastrous to con- 
tractors. The estimates made of the 
costs on a contract do not usually agree 
with the actual costs as shown at the 
completion of the contract. This is 
due to either faulty estimating, or to 
the rise of material or labor costs on a 
fixed-priced contract. Because of this, 
contractors do not wish to take un- 
realized profits and at the completion 
of the contract suffer a heavy loss. This 
was not so important while the income 
tax rates were not so large. But with 
the enactment of the Revenue Act of 
1917 it became a cause of anxiety to con- 
tractors. The officials of the Income 
Tax Unit were not long in learning of this 
unjust taxation on unrealized profits as 
computed by the contractor, and made 
provision therefore. 

Article 36 of the Regulation 62, 1921 
Act, provides as follows: “Income from 
long term contracts is taxable for the 
period in which the income is deter- 
mined, such determination depending 
upon the nature and terms of the partic- 
ular contract. * * * Persons whose income 
is derived in whole or in part from such 
contracts may, as to such income, pre- 
pare their returns upon the following 
bases: 

‘“(A) Gross income derived from such 
contracts may be reported upon the 
basis of percentage of completion. 
There should be deducted from such 
gross income all expenditures made 
during the taxable year on account of 
the contract. If, upon the completion 
of a contract, it is found that the taxable 
net income arising thereunder has not 
been clearly reflected for any year or 
years, the Commissioner may permit or 
require an amended return. 

‘‘(B) Gross income may be reported 
in the taxable year in which the contract 
is finally completed and accepted if the 
taxpayer elects as a consistent practice 
to so treat such income, provided such 
method clearly reflects the net income. 
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If this method is adopted, there should 
be deducted from gross income all 
expenditures during the life of the con- 
tract which are properly allocated. 
thereto.”’ 

It will be understood that the above 
option is limited to contracts on a fixed 
contract basis, where the profit or loss 
is based upon the difference between the 
contract price and the expenditures 
chargeable to the contract. It is not 
applicable to the fixed-commission basis 
or to the cost-plus basis. The fixed- 
commission contract provides that pay- 
ments are to be made to the contractor 
periodically in accordance with the per- 
centage of completion as determined by 
the contract. In this way the amount 
of the commission received is distributed 
over the life of the contract and should 
be reported as income at the time it is 
received or payable. In the cost-plus 
contract, the profit is based upon the 
actual costs and as the costs are de- 
terminable at any time, the commission 
or profit, based upon the percentage 
of the cost, must be reported to the 
government each year in which the 
costs are incurred. 

It will also be seen from the regulations 
quoted above that if the taxpayer elects. 
the percentage-of-completion basis, and 
if such basis works a hardship on him at 
the completion of the contract, he may 
ask for permission to file amended 
returns. However, if it works against 
the government and does not clearly 
reflect the profits of the contractor, 
the government may require amended 
returns to be filed on the completed- 
contract basis. 

Contractors who report as partners. 
or individual taxpayers, and who handle 
only one or two large contracts at a 
time, which contracts will take several 
years to complete, should be cautious 
about adopting the completed-contract 
basis of reporting income. The surtax 
during a year in which a large profitable 
contract would be completed might be 
excessive, and thus the profits might be 
more equitably spread over a number of 
years and considerable saving of taxes 
effected. Since the disappearance of 
the excess profits tax, this caution would 
not apply to corporations. ; 

The remainder of this article will 
explain the accounts and entries neces- 
sary when the profits are taken on a 
completed-contract basis, although dis- 
cussion must of necessity be brief on a 


STATEMENT OF PROFIT AND LOSS ON CONTRACTS COMPLETED 


During the eight months ended August 31, 1921 


; 4 Miscellaneous Overhead Profit 
No. Contract Material | Labor Sub-contract Costs Ahad Total Cost Income | se ae 
Pa BM ere 

110 | 900 Fighth Avenue............ $ 10,000.00 $ 20,000.00 $ 15,000.00 $ 2,000.00 $ 4,000.00 | $ 51,000.00 | $ 58,000.00 | $ 2,000.00 
114 A 2thistreeth wea... teceee eae 5,000.00 8,000.00 10,000.00 1,000.00 1,600.00 25,600.00 26,000.00 4 400.00 
tGEe 875 broadway). os..c...5s6ee. 50,000.00 60,000.00 20,000.00 2,500.00 12,000.00 144,500.00 170,000.00 | 25,500.00 
UMM ATUAICAN is cick ss eee cove ne 12,000.00 20,000.00 8,000.00 1,200.00 4,000.00 45,200.00 46,000.00 | 800.00 
ieee eNew Rochelle . 06.26.05 cae. 90,000.00 100,000.00 60,000.00 7,500.00 20,000.00 277,500.00 285,000.00 7,500.00 
MPMI SEAN SETCCH. fers cs seta oes 7,000.00 9,000.00 10,000.00 1,000.00 1,800.00 28,800.00 30,000.00 1,200.00 
AAMT OOGCY. GIGY:co). suc sc sabes se eceste 100,000.00 110,000.00 70,000. 00 10,000.00 22,000.00 312,000.00 320,000.00 | 8,000.00 
125 Westchester si. sc).>cc isin ocoe 18,000.00 25,000.00 18,000 00 3,000.00 5,000.00 69,000.00 75,000.00 | 6,000.00 
ZS meWELGOtR OELCCE. .alsu.5 o's a swe oc ws are 110,000.00 120,000.00 100,000.00 10,000.00 24,000.00 364,000.00 390,000.00 | 26,000.00 
$402,000.00 $472,000.00 $311,000.00 $38,200.00 $94,400.00 | $1,317,600.00 | $1,395,000.00 $77,400.00 


Form 6 
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subject on which so much might be 
written. 


Costs and Income of Completed 
Contracts 


Up to the time of the completion of a 
contract, all the costs on all un-om- 
pleted contracts have been recorded in 
the accounts Material, Labor, Subcon- 
tracts, Overhead, and Miscellaneous 
Expenses on Uncompleted Contracts. 
One account, Costs on Uncompleted 
Contracts, may be used if the subdivision 
as above is not desired in the general 
ledger. When a contract is completed, 
the cost sheet is removed from the 
unfinished contracts binder and placed 
in a completed contracts binder, which 
is left in numerical order. It is neces- 
sary to separate in the general ledger 
accounts the costs on completed con- 
tracts from those of the uncompleted 
contracts. It is also mecessary to 
separate the income on completed con- 
tracts from that of uncompleted con- 
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sary on the general records for this 
transfer: 


Cost of Completed Contracts..... 
To Material on Uncompleted 
Contractsct: oc es 5 cere 
“Labor on Uncompleted 
Contracts: . i -Gi:ka ae 
“ Subcontracts on Uncom- 
pleted Contracts........ 
“ Overhead on Uncompleted 
GCortracts4)) 2a eee 
Miscellaneous Expenses on 
Uncompleted Contracts. . 
To transfer costs on Contract No. 
510—completed August 10, 1923 
as per cost record. 


“ 


Income on Uncompleted Contracts xx 
To Income on Completed Con- 
LACUS ats 5 aus seat eee 
To transfer income on contract No. 
510—completed August 10, 1923 


as per cost record. 


XxX 


If, for statistical 


purposes, it is 
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intact during the year the above entry 
could be changed as follows: 


Cost of Completed Contracts..... 

To Contract Costs absorbed 

by Completed Contracts. xx 

At the end of the year the following 
entry: would have to be made: 


Contract Costs absorbed by Com- 


pleted Contracts........ xx 
To the Cost Accounts (in 
detail)... .°. pie XxX 


To transfer balance in former ac- 
counts. 


After these entries have been made’ 


for completed contracts, the balances in 
the accounts for costs and income on 
uncompleted contracts will represent the 
total costs and income of all uncom- 
pleted contracts as recorded in the cost 
record. The difference between the 
costs of Completed Contracts and the 


tracts. 


The following entries are neces- 


"JOB LOCATED ATaletuer* Citys toe 


Beanies 
ost or 
ee Amount of 
Sub-contracts 
Extra) Works asc: juga oe hn a 
Overhdad::. <'.\ Joleen 2. . eee $ 350.00 
Preliminary... 0) s/4loeesh. eee 950.00 
Organization...) ab. ie. eee ee 2,350.00 
Plantand Hiquipmentif:si.. 2. ae 2,000.00 
Rubbish?s:, 38". 22) cee. 750.00 
EGXCaVAtlOny Aa. 5). sor.) Slates cl cs See 675.00 
Concrete Sills and Copings.............. 285.00 
Reinforced Concrete Forms............. 3,300.00 
Reinforced Concrete Forms............. 3,830.00 
Reinforced Concrete Steel. .............. 279.00 
Basement Concrete Floor............... 1,614.00 
Stone: Masonry) 725 «aces. is.) ee 2,118.00 
Common Brick. . ...2G.40 0. . eee 9,622.00 
Pace Brickwne. iz /Aiyec2 Le 2,310.00 
Architectural Terra Cotta............... 750.00 
Cinder Concrete—Forms................ 5,500.00 
Cinder Coneretes iieh..5 «<i. eee ee 3,266.00 
Cinder Concrete—Steel................. 465.00 
Cinder Cone. Fill & C’t. Finish.......... 3,741.00 
Hollow Partitionsi=s.,2 ..').. , eeeeee 3,827.00 
Rough Carpentry...) sek ee 4,000.00 
Hinished Carpentry..)..../) cee aes 4,010.00 
FOTALS rote ieee cen ee ena OD LOO 2E00 
Insurance. sn: Mia oeicc.caee 4 ee $ 2,000.00 
Sub-contracts: 
Underpinning and Shoring............. 1,340.00 
Waterproofingsiio'.n 203. cee eee 3,190.00 
Architectural Terra Cotta............. 2,421.00 
Vault Lights and Treads.............. 400.00 
Roof and Sheet Metal................ 2,510.00 
Steel. Windows®. 2: :o. 5.54.4 eee 725.00 
Granite, Blue and Limestone........... 214.00 
Plaster, Lath and Dampproof.......... 10,546.00 
Marble‘; .)) SHAu 2 e eee 2,965.00 
SLOLTAZZO bic wisiatscoS Cote Le ee 460.00 
Stractural. Steele... 0. ae eee 17,125.00 
Ornamental Iron: oe... aes. ee 9,975.00 
Wlectric .. 1: 2iapee Ben. eee 4,000.00 
Heat ‘and Ventilation 4...) 28 .as oie oe 6,800.00 
Plumbing 2.0 Xi aoe. eee 7,558 .00 
Wood-Flooring;. 3.; 2... <)ae Oe ae ee 3,750.00 
Kalamein i3:8. eo ee eee 1,882.00 
Fin. Hardware 90).7 7 5 eee eee 2,700.00 
Trim.—Frames and Sash............. 1,319.00 
Glass. 2855: eee 575.00 
Paintings 9. 0.k i eo eee eee 4,000.00 
Reinforced Steel... 7.28.e eee 891.00 
$ 87,346.00 


WEEK ENDING....February 16, 1922 


desired to leave the cost accounts 


COST SUMMARY 


$143,338.00 
a 


Difference 
Total Estimated ACTUAL COST Between 
Extras Estimated Amount Actual and 
Cost Completed Estimated 
Labor Material Total Costs 
$ 182.34 $ 182.34 $ 182.34 
$ 350.00 300.00 $ 196.96 196.96 $ 103 .04 
950.00 | 950.00 168.00 168.00 782.00 
2,350.00 2,000.00 3,449.34 3,449 34 1,449 34 
2,000.00 2,000.00 885.40 2,749.64 3,635.04 1,635.04 
750.00 300.00 422.72 422.72 122.72 
$ 50.00 725.00 725.00 3,173.62 324.97 3,498.59 2,773.59 
285.00 285.00 156.05 47.77 203.82 81.18 
3,300.00 3,300.00 3,800.51 805.86 4,606.37 1,306.37 
3,830.00 3,830.00 | 1,538.80 3,418.11 4,956.91 1,126.9] 
279 .00 ~ 279.00 436.01 22.91 458 .92 179.92 
1,614.00 1,614.00 323.48 398 .63 ieee 891.89 
2,118.00 2,118.00 911.70 610.61 1,522.31 595.69 
9,622.00 9,622.00 3,732.07 6,269.19 10,001.26 379 .26 
2,310.00 2,310.00 1,369.10 704.4 2,073.55 236.45 
750.00 750.00 260.13 260.13 489 .87 
5,500.00 5,500.00 4,889.16 1,400.00 6,289.16 789 16 
3,266.00 3,266.00 2,539.03 2,735.07 5,274.10 2,008 .10 
465.00 465.00 825.97 200.00 1,025.97 560 .97 
3,741.00 3,200.00 1,124.84 697.16. 1,822.00 1,378.00 
3,827.00 3,700.00 2,095.11 2,001.85 4,096.96 396 .96 
4,000.00 3,000.00 645.00 520.73 1,165.73 1,834.27 
4,010.00 600.00 205.76 95.15 300.91 299.09 
$ 50.00 $ 56,042.00 $ 50,296.34 $32,966.14 $23,367.06 $ 56,333.20 $6,036 .86 
$ 2,000.00 $ 2,000.00 $ 2,000.00 | 
1,340.00 1,340.00 850.00 $ 490.00 
$ 87.00 3,277.00 3,277.00 3,261.00 16.00 
. 2,421.00 2,421.00 2,000.00 421.00 
400.00 400.00 595.00 195.00 
2,510.00 | * 2,510.00 2,250.00 260.00 
725.00 725.00 725.00 
214.00 214.00 64.00 150.00 
10,546.00 10,546.00 9,218.00 1,328.00 
2,965 . 00 2,965.00 2,800.00 165.00 
460.00 460.00 460.00 
17,125.00 17,125.00 16,750.00 375.00 
9,975.00 9,975.00 8,731.00 1,244.00 
70.00 4,070.00 4,070.00 4,186.20 116.20 
300.00 7,100.00 7,100.00 7,335.00 235.00 
7,558 .00 7,558.00 7,000.00 558.00 
3,750.00 3,750.00 3,750.00 
158.00 2,040.00 2,040.00 2,750.00 710.00 
2,700.00 2,700.00 2,224.89 475.11 
1,319.00 1,319.00 2,632.55 1,313.55 
575.00 575.00 600.00 25.0 
4,000.00 4,000.00 4,200.00 200.00 
F 891.00 891.00 891.00 
$615.00 $ 87,961.00 $ 87,961.00 $ 85,273.64 $2,687.36 
$665.00 $144,003.00 $138,257.34 $141,606.84 $3,349.50 


Form 7 


eee er eecc ere ec ee nem ere see eese eres eeoreesean 


eoec ere eee eee ees eeeeoneoe 


Income on Completed Contracts repre- 


1925 


sents profit or loss.on contracts com- 
pleted during the ‘period. The details 
of these two accounts and the result of 
each completed contract will be found 
in the completed contracts record. 


Summary of Entries Affecting 
‘ Contract Accounts 


The following is a summary of the 


most important entries affecting the 
accounts, as explained: 


Material on Uncompleted Contracts xx 
Miscellaneous Expenses on Un- 
completed Contracts... .. 
Subcontracts on Uncompleted Con- 
tees cc) SOND le il ri 
To Accounts Payable. . 

For expenditures during month of 
August on Contracts as per Pur- 

chase Book Folio 110. 


xX 


XX 
xX 


Material on Uncompleted Con- 
wg ls 8S ay) ROS a rte ae 
To Materials-Store Room. . 
For materials transferred to jobs 
as per requisitions. 


Labor on Uncompleted Contracts. . 

To Pay-roll Accrued...... 
' For labor charges to contracts for 
month of August as per pay-roll 
book. 


Overhead on Uncompleted Con- 

ho Cath EON el (eae 

To Overhead Expenses ab- 

sorbed by Contracts...... 

For overhead apportioned to con- 
_ tracts on following basis: 


XX 


xX 


‘Accounts Receivable. .....55.... 

To Income on Uncompleted 

Satectse «ce wigs 

For requisitions sent out as per Re- 

quisition Record-Folio 60 during 
month of August. 


xX 


xX 


Cost of Completed Contracts..... xx 
To Material on Uncompleted 
Seemieracts seen, 2 oo it. 
“Labor on Uncompleted 
Semtcontracts’) 23.0 ).5 0.5” 
“  Subcontracts on Uncom- 
pleted Contracts. . 3.2... 
Overhead on Uncompleted 
GA ae Ca op is 
Miscellaneous Expenses on 
Uncompleted Contracts. 
For cost on Contracts Completed 
during August. 


“ce 


“ 


Income on Uncompleted Contracts 

To Income on Completed 

BPOTUC ACCS tae. so) ee 

For income on contracts completed 
during August. 


XX 


(At end of year) 


Overhead Expenses Absorbed by 
Contracts . 

To Overhead Accounts (in de- 

TW es ROS I ree a 

To transfer overhead items to 

overhead absorbed by contracts, 

to determine amount unabsorbed 
or overabsorbed. 


xX 


xx 


Periodical Reports 


In order that the executive in charge 
of the construction operations may keep 
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informed as to the progress of each 
job and as to the actual costs in com- 
parison with the estimated costs, state- 
ments must be presented to him at 
different stages of construction. In the 
larger offices these statements are pre- 
pared each week in. great detail. In 
smaller places they are submitted at less 
frequent intervals. 

A very practical and useful form for 
this report is the cost summary shown 
in Form 7. It gives at a glance the 
progress of construction. It also con- 
tains valuable information as to the 
control of costs on the job. In this way 
the actual costs are checked up with 
the costs as figured in the original 
estimate. Special attention is thus 
directed to operations which appear in 
italicized figures, representing an actual 
cost in excess of the estimate. The 
more frequently such reports can be 
given, the better the control of the 
costs will be. 

A similar report is given at the com- 
pletion of the contract. The total 
actual cost in each operation can then 
be compared with the original estimate. 
These final reports are kept for. future 
reference, and are used when estimating 
on similar contracts. Discrepancies and 
faulty estimates are brought out on this 
report in order to prevent as far as 
possible their recurrence. 

Other periodical reports are usually 
made, but their content is subordinate 
to that described above. Such reports 
may be on total costs, separated as to 
material, labor, subcontract, and over- 
head, and not as to operations as 
described above; standing of subcon- 
tractors on each contract; and special 
reports from foremen on the jobs. 


Special Features Reports 


The report of the operations and the 
condition of the contractor’s business is 
slightly different from that of the aver- 
age commercial business. Only the 
special features will be considered here. 

It will be remembered that the general 
ledger provides for accounts showing 
the costs and income on both uncom- 
pleted contracts and completed con- 
tracts. It will be readily understood 
that when taking profits only on a com- 
pleted-contract basis, the cost and 
income accounts on the completed 
contracts are the only accounts which 
show profit and loss. The accounts 


recording costs and income on uncom-. 


pleted contracts are balance sheet items. 


In the report two statements are give 


showing the condition of each job as at 
date of statements, one for completed 
contracts, and the other for uncompleted 
contracts. A statement of profit or loss 
on completed contracts is given in 
Form 6. This statement presents the 
costs on each job divided into its chief 
elements. It also gives the income on a 
contract and the final profit or loss 
outcome. The total of the amounts in 
the Profit or Loss column represents the 
total profit or loss from completed 
contracts. This amount is carried to a 
summary profit and loss statement, in 
which are deducted selling and adminis- 
trative expenses. 
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A statement similar to that given in 
Form 6 is drawn up for the uncompleted 
contracts, showing the different costs to 
date, the total cost, and the total income. 
No profit or loss column is necessary 
because profits are deferred until the 
contract is fully completed. The total 
cost of all the uncompleted contracts is 
shown as a deferred charge in the balance 
sheet, and the total income as a deferred 
credit. This is done because they are 
items which will be charged and credited 
to operations at some future date. In 
many cases, instead of showing the 
costs as a deferred charge and the in- 
come as a deferred credit, the smaller 
amount is shown as a deduction from 
the larger and the net figure carried out 
as a deferred charge or deferred credit, 
depending upon which is the larger. 
In most cases, the costs on uncompleted 
contracts are the larger because it is the 
practice to take off 10% to 15% on each 
requisition as a security to the owner 
This leaves the total costs to date 
larger than the total income and thus 
the difference would be shown as a 
deferred charge. It is optional which 
method is to be used. 


Conclusion 


The object of this article is to present 
the principal features in an accounting 
system for the building contractor. 
Much could be written on each and 
every phase that has been commented 
upon here. The important phase, how- 
ever, in accounting for contractors, is 
that the costs and income for each 
individual contract should be ascer- 
tained and used as a rule and guide in 
the estimates on future contracts. 


Reader’s Comment 


N. BURNHAM, of D. N. Burn- 

ham & Co., accountants and 

® auditors, of Washington, D. C., 

has written a letter to The Pace 

Student commenting on the article, 

“Will Accountancy Become Over- 

crowded,’’ which was published in the 

February issue of this magazine. Mr. 

Burnham’s comments are of such interest 
that his letter is reproduced herewith. 

“T have read your article in the 
February issue of The Pace Student, 
and wish to place myself on record as 
being thoroughly in accord with the 
views which you expressed therein. 

‘‘After more than five years of public 
practice in Washington, during most of 
which time I have also been a member 
of the faculty of your Washington 
school, I feel that I am in a position to 
support you in your position as to the 
scarcity of supervising accountants, or 
as they are termed on the staff, senior 
accountants. 

‘‘Because of my association with the 
school, I probably have as many appli- 
cants for staff positions as any other 
practicing accountant in Washington. 


“I. find, almost without exception, that 


the applicant without accountancy ex- 
perience and usually with a very limited 
business experience, if any, feels that his 
salary should immediately be th. 
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$3,000 or the $5,000 figure so often 
quoted. 

“The five years of work which you 
note has been almost invariably essential 
in addition to the technical training is in 
most cases overlooked by the applicant. 

“Someone, of course, will pay the 
student or graduate a salary. Some 
accountants meet the salary demands of 
the inexperienced man, and the work 
done by these employees usually is later 
found recorded in the minds of the clients 
as a black mark against the accountancy 
profession. 

“Too many of these untried accoun- 
tants start into practice on their own 
account, and their work in so many 
instances is a stumbling block in the path 
along which accountancy as a profession 
must advance—the path of confidence on 
the part of the client in the ability of 
the practitioner.’’ 


Alfred Earl Thibou 


MBERS of the _ graduating 
class of 1924 and the members 
of the faculty were inexpressibly 
shocked to hear of the death of Alfred 


Alfred Earl Thibou 


Earl Thibou, which occurred, after a few 
days’ illness from pneumonia, on Janu- 
ary 25, 1925. In this sudden way a 
career of great promise has been brought 
to an untimely end. 

Mr. Thibou at the time of his death 
was twenty-nine years of age. His 
father was French; his mother was 
English. He possessed in thost ad- 
mirable blend the quickness of intellect 
of his French ancestry and the tenacity 
and thoroughness of his mother’s race. 
He came to this country in 1919, and 
from that time until the time of his 
death, he was employed in responsible 
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work by the American Trading Com- 
pany. 

Mr. Thibou’s thoroughness, his capa- 
city for consistent application, and his 
possession of sound health were all 
evidenced by his attendance record at 
Pace Institute. He completed the 
three-year course of evening instruction 
without being absent from a class _ses- 
sion. Few indeed of the tens of thou- 
sands of students who have studied at 
the Institute have equaled this record. 

Mr. Thibou’s consistency in this 
respect was indicative of the con- 
scientious care that he gave to all his 
undertakings. His text materials and 
examination papers, which were kindly 
offered to the Institute by Mrs. Léonie 
Thibou, the wife who so sympathetically 
supported him in his program of self- 
development, for the use of some student, 
were all carefully arranged and neatly 
bound for reference purposes. It was in 
the nature of this accountant to be 
methodical and accurate. For him all 
things had to be arranged in precise and 
proper manner; to each thing was given 
a place, and for each duty a time was 
allotted. He not only made for himself 
a plan of work, but he carried out the 
plan and, therefore, accomplished his 
purposes. 

The picture here presented was taken 
but a few days before his death for use 
in the composite graduation picture of 
his class. It portrays him as we all 
knew him—a clean-cut, vigorous, clear- 
thinking, wholesome man—an accurate, 
conscientious student and accountant. 

Our good friend Thibou has passed on 
into that greater and better regu- 
lated sphere; his work here, so far as he 
went, was well accomplished. In his 
going, a great loss has been sustained—a 
loss that falls most grievously upon his 
family and friends. The benefits that 
we derived from our association with 
him will long be with us to aid us in 
our work; the influence of his wholesome 
personality will long exert itself among 
his fellow students, his teachers, and 
his business associates. 


Uniform Cost Accounting 
System 


VIDENCE is found in practically 

every newspaper of the growing 

interest in accountancy and scien- 
tific business procedure. The following 
article, which appeared in The New York 
American, is a case in point. The facts 
will be of interest to our readers. 
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‘The value of the new cost accounting 
system as a means of eliminating waste 
within an industry was emphasized by 
E. W. McCullough, manager of the 
Department of Manufacture of the U. S. 
Chamber of Commerce, in an address 
before the annual meeting of the Hollow 
Building Tile Association held “here 
recently. 

‘While economic conditions are turn- 
ing all lines of industry toward economy 
and greater efficiency, the building trades 
have become especially alert in search of 
ways and means to ascertain facts and 
eliminate waste,’’ said Mr. McCullough. 
‘All clay product lines have for some 
time been engaged in two particular 
economic studies—the reduction of vari- 
eties of styles, sizes and types, and pro- 
duction costs. The cost problem seems 
now uppermost in their minds. 

“Some clay products lines such as 
common, paving, face and refractory 
brick have uniform cost systems; others 
have them in a state of development. 
Many authorities believe that the con- 
tinuance of building volume somewhere 
in line with what exists at present is 
largely dependent on the material supply 
men, contractors and operatives through- © 
out the building trades knowing more 
nearly their costs. ‘ 

‘‘After explaining that the chamber’s 
Department of Manufacture has been 
studying the whole question of cost ac- 
counting for more than four years, Mr. 
McCullough said the best results have 
been obtained where the industry has 
built its own system. It has been found, 
he said, that a system set up by outside 
experts alone is not as widely used within 
an industry as one built by the industry 
itself assisted where desired by outside 
retained accountants. In formulating 
a cost system, he declared an industry 
can make it as simple or as elaborate as 
the committee in charge deems necessary. 


Mr. McCullough stated that according 
to the latest reports received by the De- 
partment of Manufacture, about 110 
trade associations, representing specific 
lines of production, are operating under 
uniform cost accounting. The majority 
of these systems, he said, are very satis- 
factory, while some are still feeling their 
way, Overcoming some minor difficulties. 


In concluding his talk, Mr. McCul- 
lough urged the members of the Hollow 
Tile Building Association to appoint a 
committee of its most expert accountants 
to harmonize and unify present methods 
of cost accounting, and to produce for 
the industry a uniform cost accounting 
system.”’ ; 
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Accounting and Cost System for a Cigar Manutacturer 


An interesting article based on the graduation thesis of John V. Mahony, 
which has been revised for magazine purposes 


Cigar costs are likely to be a personal 
rather than a professional matter with 
the accountant in this northern clime. 
Still, one never can tell—a job might 
come along in which the difficulties 
common to all cost work would be 
alleviated by good tobacco furnished by 
the client at wholesale or even (happy 
thought) gratis. At any rate, it is inter- 
esting to note the application of the 
Seneral principles of cost finding to the 
work of the cigar manufacturer. There- 
fore, we advise the careful reading of 
Mr. Mahony’s thesis, which follows.— 
The Editor. 


HE manufacture of cigars presents many 

interesting. accounting features peculiar to 

this branch of our industrial endeavors. 
Aside from the usual cost systems and accounting 


and bookkeeping procedures found in a manufac- . 


turing concern, a highly developed method of col- 
lecting internal excise taxes by our Government 
must be considered—a method which very closely 
coordinates with the manufacturer’s accounts. To 
determine and state inventories accurately and 
to record correctly the amounts of tobacco going 
through the manufacturing process, it is necessary 


' to distinguish between wet and dry weights and 


to make allowances for the percentage of moisture, 
which varies greatly in the many types of to- 
bacco that are ordinarily used. In order to fully 
‘describe the procedures, a short description of the 
manufacturing steps and production methods 
found in a manufactory producing hand-made 
cigars will be given. | 
In the production of cigars, the processes are 
divided into four departments, namely: the 
tobacco preparation department, the cigar de- 
artim the packing department, | the 


shipping department. 
into these departments, and the unit of produc- 
tion in the cigar department is the grade of cigars 
produced. As many as thirty grades may be 
produced at the same time in a large factory. 


The cost records are divided © 


In the packing and the shipping departments, the 
unit is subdivided into the particular brands or sizes 
packed and shipped. The details will be explained 
in connection with the description of the cost 
system. 

The tobacco is divided into three different kinds: 
the wrapper, which is the outside covering; the 
filler, which is the tobacco contained in the cigar; 
and the binder, which holds together the filler in 
order that it may be wrapped. Cigars are now 
being manufactured by machinery, although it is 
a comparatively recent process. Not many years 
ago all cigars were made by hand, and today the 
greater number are''still made that way. The 
packing of the cigars in the various containers is a 
trade and requires experienced help& The banding 
of cigars was formerly’ a‘ hand operation but in 
recent years has been replaced by a very efficient 
machine. WAVE Ed roe tl jn 

All of these various steps, from the purchasing of 
the raw material to the mailing of the invoice for 
a sale and the resultant entry must be accounted 
for and displayed before the management in the 
form of figures and statements, and an efficient 
cost system must be maintained to determine the 
manufacturer’s true profit return. 


Bookkeeping Records and Accounts 
Necessary 


At each manufacturing plant a fairly complete 
set of bookkeeping records is maintained, consisting 
of factory ledger, factory journal, factory voucher 
register, check book, in which cash records are 
kept, tobacco stock ledger, tobacco-in-process 
ledger, cigar stock ledger, packing material ledger, 
shipping supplies record, and factory supplies 
record. A book is also kept for the U. S. Govern- 
ment, in which is recorded all purchases and sales 
of tobacco, cigar production and sales, and the 
purchases and quantities used of revenue stamps. 

- The factory ledger contains first the following 
accounts: 

Factory Machinery & Equipment 

Factory Cash 

Factory Petty Cash 

Tobacco Stock Ledger Control 

Tobacco-in-Process Record Control 

Tobacco Expense 
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Labor on Tobacco, Direct 

Labor on Tobacco, Indirect 

Tobacco Department Overhead 

Factory Supplies Record Control 

Packing Material Ledger Control 

Shipping Supplies Record Control 

General Factory Overhead 

Salaries & Factory Management 

Revenue Stamp Stock 

Prepaid Taxes on Factory, Machinery & Equip- 
ment 

Prepaid Insurance 

Prepaid Rent 

Reserve for Depreciation, Factory, Machinery 
& Equipment 


It also contains the following production and cost 
accounts: 


Cost of Tobacco Used on Cigars 
Direct Labor, Cigar Department 
Indirect Labor, Cigar Department 
Cigar Department Overhead 

Direct Labor, Packing Department 
Indirect Labor, Packing Department 
Packing Department Overhead 
Packing Material Used 

Direct Labor, Shipping Department 
Indirect Labor, Shipping Department 
Shipping Supplies Used 

Shipping Department Overhead 
Revenue Stamps Used 

Cost of Production 

Cigars ‘‘Loose’’ 

Cigars ‘““Packed’’ 


In addition, there is a general ledger control 
account, vouchers payable account, and other 
various accounts which have no bearing upon cost 
procedures. This will give a fairly good illustration 
of the records and accounts which are maintained 
and will tend to clarify the entries which will be 
given in connection with the cost procedures. 


Bookkeeping Procedures 


As material is received for the various depart- 
ments, entries are made in the receipt book as to 
shipper: point of shipment, quantity, and descrip- 
tion of material, and by whom delivered. As the 
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invoices are received, they are compared with the 
entries in the receipt book, and if correct, are 
entered in the voucher register and distributed to 
the proper asset or expense accounts. Invoices 
for tobacco, packing material stock, shipping room 
supplies, and factory supplies are posted to the 
detailed accounts in the various subsidiary ledgers 
and records. Analysis sheets are kept for the 
purpose of distributing invoices that are posted 
direct to the various production and expense ac- 
counts, such as general factory overhead, ‘cigar 
department overhead, and the like. 

Pay-rolls are figured weekly for the various 
departments, and a voucher is made out for the 
total amount, analyzed as to direct and indirect 
labor for the various departments. Analysis 
sheets are also kept on which a distribution is made 
for each department of the direct and indirect 
labor charges. If the end of the week does not 
fall on the same day as the end of the month, the 
voucher register is not closed until after the total 
of the pay-roll is determined and the proportion 
applicable to the current month ascertained. A 
voucher is made out for this amount and entered 
into the voucher register and on the analysis 
sheets. 

The original packages of tobacco are stored in a 
leaf stock department. In the tobacco stock 
ledger, every page of which is ruled as in the illus- 
tration given (Form 1), a detailed record of each 
case or bale of tobacco received is kept by the office. 
The number of the case or bale and the weight is 
entered. In most cases the total value only of 
a purchase is entered, but in the instance of wrapper 
type tobacco, the value of each bale varies, and is, 
therefore, entered separately. As the tobacco is 
withdrawn for preparation, a form is sent to the 
office showing the grade and case or bale number. 
These forms are posted to the credit side of the. 
tobacco stock ledger from day to day during the 
month, and a notation is placed opposite the entry 
on the debit side, showing the date withdrawn. 

Daily reports are sent to the office from the 
cigar department, showing the total number of 
cigars produced for the day, separated by grades, 
each of which has a formula number. The em- 
ployees of the cigar department are paid on the 


Se 


Received 


Net Billed 
Weight | 


Case 
Number 
/ 


Used Cr. 


Net 
Weight 


Case 
Number 


Form 1, Tobacco Stcck Ledger 


1925 


piece-work basis, and a record is kept in the time 
book for pay-roll purposes. The daily totals in 
this book agree with the total production reported 
to the office. A copy of the production report 
is routed to the packing department with the 
cigars. 

Each day the packing department reports to the 
office the total number of cigars packed and 
banded and the various brands and styles of pack- 
ing into which they were packed. 

Shipping orders are received from the home 
office in duplicate. One copy being kept in the 
office and the other routed to.the packing depart- 
ment. When an order is to be shipped, the cigars 
are removed from stock and sent to the shipping 
department to be stamped and boxed for shipment. 
The shipping order is routed with the cigars. 
When the shipping department delivers the ship- 
ment to the truckman, the shipping order is 
routed to the office, and an invoice is rendered to 
the customer direct from the factory. The dupli- 
cate shipping order is removed from the office file 
and forwarded to the home office with two copies 
of the invoice. The original shipping order is 
placed on a file. A daily recapitulation of the 
invoices rendered for cigars shipped is forwarded 
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with the actual stock in this department. If 
correct, they are priced and entered, the difference 
between the inventory and the debit side of the 
ledger will be the amount withdrawn. The loose 
tobacco on hand which has not been manufactured 
into the form of cigars is also inventoried, separated 
by grades. Inventories of cigars, loose and packed, 
are reported to the office and checked with the 
last daily inventory figures shown in the cigar stock 
ledger, and the shortages are deducted from the 
production for the last day. Physical inventories 
are also taken of by-products, packing material, 
factory supplies, and shipping room _ supplies. 
Account is taken of the revenue stamps on hand 
and checked with the balances shown in the 
Government record. 

The next step is to secure all invoices applicable 
to the month just closed and post them to the 
voucher. register and the various analyses sheets. 
We are then ready to close the voucher register. 
All columns are footed and the analyses sheets are 
totaled, recapitulated, and proved against the 
totals in the voucher register. The closing of the 
voucher record forms the basis of a journal entry, 
which follows: 


to the home office with the duplicate invoice. Sundries 
The production, packing and banding reported Lo Accounts: Payablem. ... aie wenn ee A $xx 
and the shipping orders are entered in the cigar For checmecseh ei during the month, as recorded 
stock ledger (Form 2) every day. This ledger is e pee Se err Bho pea § 
s : : : opacco (& eager TUUL Oren ore eon XX 
ruled so that daily inventories of loose cigars by Tobacco-in-Process Record Control......... XX 
grades, packed cigars by brands and size of pack- obacce Expense ns. fu. 74 ee xx 
ing, and totals can be determined. No values Labor on Tobacco, Direct .................. XX 
are entered in this record. Daily entries are also eae: Se acai eae or een ee xx 
= opacco epartmen VClr NC ACH wr ism amt XX 
made in the U. S. Government record. Factory Supplies Record Control........... 5x 
Cree Packing Material Ledger Control........... XX 
Cost-Finding Procedures and Methods Shipping Supplies Record Control........... XX 
salts ‘ General Pactory Overhead ye 
Costs of production are determined monthly Salaries & Factory Management............ xX 
on the basis of physical inventories, and the Revenue pee Saas PEAY Slertip stay xX 
methods of arriving at the various inventories will ieee Pea aay Bet Ory Neches £ 
now be discussed. At the close of the month, Prepaid Insurance..............00e0s00... XK 
more specifically, during the afternoon of the last Prepaid: Rent. (ate an ee eee ees XX 
day, the physical counts are taken. In the Direct Labor, Cigar Department Wee oS: es | a XK 
tobacco stock department, the unissued cases or naar oe Dae rey ge ay Soe a 
bales of tobacco are tabulated on an inventory Direct Labor, Packing Department......... xx 
sheet from the tobacco stock ledger and checked Indirect Labor, Packing Department........ XX 
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Direct Labor, Shipping Department......... xx 
Indirect.Labor, Shipping Department....... xx 
Shipping Department Overhead............ XX 


Cost Determination Procedures 


The first step to be taken in the order of cost 
procedure, is to distribute the general factory 
overhead to the various departmental overhead 
accounts.. Before this step is taken, however, it 
is necessary to determine the value of factory 
supplies used, which amount is to be charged to 
general factory overhead. } 

A physical inventory of the factory supplies 
was taken at the close of the month, and the in- 
ventory quantities are entered on the credit side 
of the accounts in the factory supplies record, the 
difference being the quantities used. The inven- 
tories are priced at the last purchase cost, and the 
difference in value is considered the cost of the 
Supplies used. These values are totaled, and a 
journal entry made transferring the amount to 
general factory overhead. 

The general factory overhead is apportioned to 
the departmental overhead accounts on the basis 
of direct labor dollars in each department. The 
totals are shown in the following accounts: 

Labor on Tobacco, Direct 

Direct Labor, Cigar Department 

Direct Labor, Packing Department 

Direct Labor, Shipping Department 
These are added and the sum divided into the 
total general factory overhead. The percentage 
obtained is multiplied by the individual figures, 
giving the amounts to be transferred to the various 
departmental overhead accounts. ‘ 

The next step is to apportion the amount in the 
salaries and factory management account to the 
various indirect labor accounts. -This is done on 
the same basis as above. Illustrative journal 
entries will later be given for these procedures. 


Cost of Tobacco Used 


The procedures necessary to determine the cost 
of the tobacco used will now be discussed. From 
the postings made during the month to the tobacco 
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tobacco withdrawn are obtained, and also the 


value. 
Tobacco Stock Ledger 


The total quantity and value withdrawn is 
obtained by adding the figures in the tobacco stock 
ledger, and a journal entry is made, Tobacco-in- 
Process Record Control to Tobacco Stock Ledger 
Control. | | 

Tobacco-in-Process Record 


The discussion now leads to transactions and 
entries in the tobacco-in-process record (Form 3). 
This is a form of an unusual type, and a diagram 
is given illustrating the ru ing and wording. 

The various grades of tobacco that appear in 
the tobacco stock ledger likewise are given columns 
in the tobacco-in-procéss record, with columns for 
total wrappers, total binders, total fillers and total 
tobacco. Following down the page we find lines 
provided for inventory first of month, withdrawn 
from stock, purchased, total, less sales, less inven- 
tory end of month, gross used, tobacco expense, 
tobacco labor, tobacco department overhead, less 
by-products, and total net cost of tobacco used. 

The quantity and value of each grade of tobacco 
withdrawn during the month is entered on the 
second line which is titled ‘‘withdrawn from stock,’’ 
and is subtotaled across the page as to wrappers, 
binders, and fillers in the columns provided. These 
three totals are then recapitulated into a grand 
total. This total should agree with the amount 
debited to Tobacco-in-Process Ledger Control in the 
journal entry crediting Tobacco Stock Ledger 
Control. 

If the voucher register journal entry contains 
a debit of Tobacco-in-Process Control, the details 
of the purchase are obtained from the voucher, and 
an entry is made on the third line in the proper 
column, subtotaling and recapitulating as before. 
The first three lines are now brought down to a 
total. Any sales of tobacco-in-process are entered 
on line five. _The inventories of loose tobacco, 


which were submitted to the office at the close of the : 


month, are entered on the sixth line. In order that 
they may be valued, the average prices per pound for 


(Continued on page 74) 


stock ledger, the figures showing the quantity of 
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Personal Development 


A talk on Personal Development, delivered by Homer S. Pace, C.P.A., before the 
NewYork Chapter, National Association of Cost Accountants 


is the common objective of employed persons 


‘] ese development of personal vocational ability 
Vocational 


and of evening school students. 
ability is the ability to get work results. 


Classes of Mental Operations - 


Work results depend upon three classes of mental 
operations, that is to say: 

First, there is the mental operation of fact- 
receiving. By means. of the various senses, 
particularly by means of sight and hearing, the 
individual acquires facts and information of all 
kinds. He observes the relation between causes 
and results in his work and in the work of others: 
he acquires information by means of printed texts 
and pictures; and he also hears of the experiences 
of others. Aside from facts collected by means of 
sight and hearing, he acquires facts by the use of 
the: senses of touch, taste, and smell. Innumer- 
able facts, useful and non-useful, are thus ac- 
quired. Many of the facts serve an immediate 
purpose, and many are stored in the cells of 
memory for possible future use. 

Second, there is the operation of judgment- 
forming. On the basis of facts acquired by one 
means or another, conclusions are reached that 
guide actions. If a child burns its hand, the fact 
of the pain and injury leads to the conclusion that it 
is undesirable to touch fire; and if the memory is 
sufficient to keep the conclusion fresh in mind, the 
injury will not be repeated except by accident. 
Every individual is constantly forming conclusions, 
which, generally speaking, lead to rules that govern 
action. . : 

Third, there is the operation of acting—the 
inental direction to the body to take definite action 
on the basis of the facts acquired and conclusions 
reached by the other portions of the brain. Facts 
are gathered about a particular thing, a judgment 
is reached, and action is taken on the basis of the 
judgment. 

Briefly, the ordinary cycle that must be con- 
sidered for, vocational purposes consists of the 
gathering of facts, the forming of conclusions, and 
the doing of things. When these three general 
mental operations are properly balanced and 
coordinated, and when they are supported by 
inoral qualities, there is a satisfactory work per- 
formance and development. The defective per- 
formance of any one of the functions interferes 
seriously with self-development and vocational 
progress. oy 


specific and technical matters. 


Adjustment of Natural Abilities 


The primary vocational consideration is for the 
individual to obtain a satisfactory relationship 
between his natural qualities or tendencies and the 
work that he is to perform. I do not mean by 
this that it is practicable or possible to determine 
with absolute precision the exact subdivision of 
organization work that an individual is to perform 
in the complex affairs of industrial and commercial 
life. Many positions call for duties of a low grade 


‘and routine character, and while it may be that 


different individuals will not fit into the task with 
the same degree of comfort to themselves, it is 
often possible that there is no profit to an employer 
in attempting to make a very fine adjustment. 
When, however, we consider tasks of a more 
special or complicated nature, we must have regard 
to the adjustment of natural abilities to the 
character of the task. 


We can see the application of this principle if we 
consider the so-called ‘‘white-collar” jobs that are 
found in the administrative work of a corporation. 
Generally speaking, these jobs may be considered 
in two principal groups—those of a technical nature 
that require the performance of duties related to 
specific detail, such as the duties incident to engi- 
neering, accounting, bookkeeping, stenography, 
correspondence, drafting, indexing, filing, and the 
like. Each of these occupations requires accuracy 
and a certain natural aptitude for order and ar- 
rangement. There are many distinctions that 
should be made within this classification, because 
there is a wide divergence as to the natural abilities 
required in these technical callings. The general 
classification, however, is sufficient—positions of 
this type in business may be classified as requiring 
technical ability. 

The other classification includes those positions 
that are more directly dependent upon an intuitive 
understanding of the states of mind of other people 


—positions that are ordinarily of a marketing char- 


acter—selling, advertising, promoting, and the 
like. The natural abilities best suited to such 
work are most often found in persons whose 
emotional qualities are greater than the emotional 
qualities of those who naturally work upon more 
It is not at all an 
essential of good salesmanship that the salesman 
should be able to make out an accurate expense 
statement, but the fact remains that many a good 
salesman is worried more about the detail of making 
his reports than he is about the work of making 
his sales. Specific, detailed workers, in whom the 
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habit of accuracy is inherent or developed, do not 
naturally create the conditions upon which sales 
to a considerable extent depend. 

I shall not pursue further the matter of voca- 
tional diagnosis. It is sufficient to bear in mind 
that individual development can not be expected 
if the individual is in a kind of work which is 
fundamentally distasteful to him, and which imposes 
a handicap greater than that under which others 
in the same line of work are laboring. 

Let us assume, therefore, that the typical indi- 
vidual whom we have under consideration is measur- 
ably well adapted, so far as natural abilities are 
concerned, to the position in which he finds him- 
self. We must then inquire into his capacity to 
receive facts and ideas, his ability to form sound 
conclusions, and, finally, his ability to get his 
facts and conclusions into productive action. 

Many individuals are seriously handicapped by 
their inaccuracy in obtaining facts. Such an 
individual may think that he has facts which, in 
truth, he does not have. He may have a particular 
fact accurately in his mind, and he may neglect to 
obtain sufficient related or supporting facts to 
justify a conclusion or generalization on which to 
base action. A bookkeeper may cause a bill to be 
paid on the basis of thinking that the goods were 
received in good order when, as a matter of fact, 
the goods were not received in good order. A 
stenographer may use an address whch she thinks 
is accurate, but which is found to be incorrect. 
An executive may err in placing an order for 
materials or in fixing a selling price because of the 
use of erroneous data. Contracts are often defec- 
tive because of a lack of facts as.a basis at the time 
they are drawn, and they are often misinterpreted 
because of a lack of care in reading their provisions. 
Everywhere there is evidence of the lack of ability 
to ascertain facts. 

If the individual, iherefote: is weak in this 
particular capacity, and that fact is discovered by 
his superior or by himself, steps should be taken 
to correct the weakness. One of the best methods 
of correcting this weakness is found in proper 
courses of study. 


Study Highly Beneficial 


You are familiar with the work that is being 
done by various organizations throughout the 
country in the matter of instructing their own 
employees. Many of these courses of instruction 
are concerned, specifically, with the duties of the 
various positions filled by the employees, while 
other courses are of a more general nature and are 
intended, not only to increase the knowledge of 
specific facts and ability to acquire facts, but to 
develop the reasoning power of the individual 
student. A general mental improvement is aimed 
at, as well as increased facts and knowledge about 
the duties of the various positions. 

There is an interesting psychological fact about 
educational work of this kind that may be new to 
some of you. If the mind of an employee is 
whole-heartedly engaged in study that relates more 
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or less directly to the duties of his work, he natu- 
rally takes the position of alearner. The very fact 
of his study indicates that his attitude is not one 
of being all wise with respect to his work, and 
certain cells of the brain, which we may call the 
cells of receptivity, are opened to the reception of 
new ideas and facts of various kinds. The human 
brain, fortunately, can not be turned off and on like 
a water faucet, and the brain that is thus brought 
into’ a receptive condition retains its receptivity 
during the hours of work. The most important 
result of such study is the development of this 
receptive attitude of mind, which brings to the 
day’s work a new interest as well: as increased 
ability and production. It is not, after all, somuch 
what is learned in the class hours as it is a matter 
of what is learned and accomplished by reason of 
the increased receptivity of the mind during work. 

We may safely generalize, therefore, that courses 
of study, whether undertaken as an organization 
matter or undertaken by employees during their 
own leisure, provided such courses of study have 
some relation to the regular work activities of the 
individual, are highly beneficial, not only in self- 
development, but in that closely related matter, 
the production of the individual in his routine 
duties. 

Mere study, however, unless it is well chosen and 
related to vocational activities, does not neces- 
sarily mean development or even improvement. 
The ability to play a mandolin is desirable, no 
doubt, from the social viewpoint, and the hours of 
practice necessary to develop an ability in this 
respect may be productive from the viewpoint 
of recreation, but such study would not ordinarily 
have any appreciable bearing on the kind of self- 
development that we are talking about. Mere 
recreation in the leisure hours of an individual will 
hardly answer in these days when the men who are 
moving ahead toward the more important responsi- 
bilities are not only willing, but actually eager, to 
devote their leisure time to hard driving on sub- 
jects directly related to vocational and business 
success. 

All the facts in the world are not likely to be of 
use to the individual of poor judgment—thé person 
who does not reach the right conclusion when the © 
facts are all before him. A considerable number 
of persons have that desirable quality that we call 
‘“‘good judgment” or ‘“‘common sense,”’ and often- 
times, regardless of formal processes of education, 
they are able to exercise this ability and; therefore, 
are likely to be successful. Usually, the possession 
of such qualities is due to mental development 
derived from the study of the relation of effects to 
causes, most often, perhaps, in courses of study. 
This development may be secured, however, and 
often is secured, by a man who is relatively illiter- 
ate. The most that one can do, aside from the 
processes of analyzing the results of his own work, 
is to study those subjects, such as law, mathe- 
matics, and accounting, by means of which a logical 
procedure of thinking is established. Strangely 
enough, the habit of logical thinking may be 
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developed in a science without developing judg- 
ment qualities of commercial value. The professor 
of mathematics may be entirely unable to reach a 
logical conclusion with respect to the small affairs 
of practical business life. A lawyer’s judgment, 
however, and notwithstanding his lack of participa- 
tion in commercial affairs as such, is likely to be 
'sound. The reason for this condition is that the 
legal judgment is based pretty much upon 
human factors, while the mathematical reasoning 
is not. The judgment-forming ability, however, 
is necessarily dependent upon facts, and many an 
individual who has good judgment exercises it to 
poor effect because of his inability to acquire all of 
the facts that should receive consideration. 

One may have the ability to obtain facts and the 
-ability to reason well, and still be unable to trans- 
mute facts and ideas into results—the will-power 
must be exercised to give vocational focus to con- 
clusions. The lack of this ability is perhaps much 
more common than the lack of the other abilities 
that I have discussed. Many an individual knows 
what he should do and still is entirely unable to 
do it. If, on the other hand, this ability is very 
strong, and the fact-gathering and judgment- 
forming abilities are weak, the will-power will drive 
these weaker abilities into line. An aggressive, 
energetic man, even though he is limited intellec- 
tually, will usually outrun the man with excellent 
intellect who is weak in the matter of decisive 
action. | 

Modern organization, in which the chief and 
principal burdens of individual initiative and 
aggression are carried by a very few instead of by 
the great mass of the employees, leads to the 
atrophy of this quality. The able young man who 
fits into a position more or less routine in its 
character in a large business office, is not gaining 
the same development of his will-power as the 
young man who undertakes something on his own 
initiative, whether it be farming or running a 
store or conducting a law or medical practice. 
The organization is there to lend him support, 
above and below and on each side. The work is 
there for him at 9:00 o’clock, and within certain 
limitations, if he falters or does not fully perform, 
the results are taken up by those around him. 
He does not step outside of his narrow routine, 
and usually he does not even remotely consider 
the problems of selling, or of extending facilities, 
or of competition—problems that engage the atten- 
tion of a few people who are concerned with these 
major problems. 

The environment in which the individual lives, 
at least under city conditions, is also conducive to 
weakness of will-power. He usually does not build 
his own fires, pump his own water, raise his own 
vegetables, or milk his own cows. Shelter, food, 
clothing, transportation—all these things are 
provided for him by the aggressive action of other 
people, little more being required of him than the 
passing along of the money that he receives for his 
contribution to the work of some large organiza- 
tion. 
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Notwithstanding all of the mechanism of organi- 
zations, many people must have aggressive ideas, 
must take decisive action, must force their opinion 
and views upon other people. The problem of 
ultimate success—the success that lies along the 
line of proper and satisfactory vocational advance- 
ment—is dependent very largely upon this great 
quality of will-power. 

As .a specific matter, each of us can develop 
measurably in this respect by inducing the habit 
of immediate action with relation to everything 
that can be acted upon promptly. Too many of 
us are prone to push matters back on the theory 
that later we shall have more time and be able to 
make a better decision. Usually, we have no 
more facts when we finally decide a matter, and our 
postponement, more often than not, is due to a 
mental disinclination to exert ourselves to the 
point of reaching a decision. In the best type of 
executives, this faculty of will-power runs high, and 
these men snap off their decisions, hundreds of them 
a day if necessary, one after the other, without 
postponements of the type I have indicated. One 
can secure practice with respect to this matter in his 
own affairs without looking far afield, and the 
persistent habit of quick, snappy decisions will do 
more to develop will-power than anything else of 
which I have knowledge. 


Moral as Well as Mental Qualities 


Summing up, we should recall the relationship 
that should be established between natural abilities 
and the work to be done. With this relationship 
established, and a suitable work opportunity in 
hand, the individual should review his own personal 
equipment as to his fact-gathering ability, his judg- 
ment-forming ability, and his power to decide and to 
act. The fact-gathering and the judgment-form- 
ing ability, generally speaking, can be developed 
by the use of leisure time in suitable courses of 
study and by coincident care in work performance 
and in applying the principles obtained by study. 
Finally, and most mportant of all, if the will-power 
is deficient, careful, consistent work-performance 
over long periods is necessary for the strengthening 
of this quality upon which the proper use of the 
other mental qualities is so largely dependent. 

All of these qualities—fact-gathering, judgment- 
forming, and will-power—mean nothing without 
the support of moral qualities. I say this because 
intellectual powers can be used for the counter- 
feiting of bills, as well as for the legitimate produc- 
tion of goods. Unless the intellect of the individual 
is to be used productively, constructively, on behalf 
of the community, as well as on behalf of himself, 
we may ultimately find ourselves in the position of 
a nation choosing to use its great powers for evil 
rather than for good. The moral qualities, which I 
so incidentally assumed in the first instance, are, 
after all, the fundamental ones. Let us base our 
development on the bed-rock of moral principles— 
the heritage that has come to us by reason of the 
right thinking and right acting of generations of 
ethical and religious teachers. 
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PACE STUDENT 


Pace Alumni Association 


First Officers and Board of Governors and Reproduction 
of Articles of Association 


SERIES of informal luncheons and 
A meetings held in New York during 

the past year has: resulted in the 
organization of the Pace Alumni. Asso- 
ciation. At a meeting held on February 
25, articles of association were presented 
and adopted; and at a later meeting, 
heldon March 21,the first officers, elected 
to serve until March, 1926, were chosen. 
Henry E. Mendes, C.P.A., of the firm 
of Touche, Niven & Company, New 
York, and one of the best -known prac- 
ticing accountants of New York, was 
elected the first president of the asso- 
ciation. 

The other officers are Arthur S. Swen- 
son, first vice-president, John H. Bulin, 
second vice-president, and Frederick M. 
Schaeberle, executive secretary. The 
first Board of Governors, consists of the 
following members: 

To serve until the third Saturday 
in September, 1925: Mortimer R. 
Herrmann, George E. Kirby, Henry E. 
Mendes, Ethel M. Noden, Irving 
Spenciner, William C. Talley, and 
Alfred F. Upson. 

To serve until the third Saturday 
in March, 1926: Karl Aal, Charles T. 
Bryan, James F. Farrell, Mrs. Florentine 
D. Goodrich, Ralph G. Lowe, Arthur S. 
Swenson, and Mr. Oscar J. Youngberg. 

Although organization has been ef- 
fected in New York, it does not obtain 
that membership in the association is 
limited to graduates of Pace Institute, 
New York. Graduates of other resident 
schools conducted by Pace Institute, 
graduates of affiliated schools conducting 
Pace Courses, and students or former 
students who have passed the American 
Institute or C.P.A. examinations are 
eligible for membership. 

The articles of association, which set 
forth the object, by-laws, and other 
incidents of organization, follow: 


Articles of Association 
I Name 


This Association shall be known as the 
Pace Alumni Association. 


II. Objects 

The Pace Alumni Association shall be 
conducted in perpetuity for the following 
purposes: 

(a) The promotion of the social, 
educational, and professional interests 
of the graduates of Pace Institute and 
affiliated schools. 

(b) The encouragement and support 
of the educational, work of Pace Institute 
and affiliated schools. 

(c) The promotion of the interests of 
accountants engaged in the public and 
private practice of accountancy. 

(d) The encouragement of accoun- 
tancy education in general, and the 
development of a technical literature in 
accountancy. 


III. Membership 


Membership shall be limited to the 
following: 


(a) Graduates of the Accountancy and 
Business Administration Course of the 
resident schools in accountancy con- 
ducted by Pace Institute. 


(b) Graduates of schools, affiliated 
with Pace Institute, that are conducting 
the Pace Course in Accountancy and 
Business Administration, provided such 
schools are accredited as maintaining 
standards substantially equivalent to 
the standards .of Pace Institute. 


(c) Present or former students of 
Pace Institute and affiliated schools 
who are in good standing, and who 
have obtained the certificate of certified 
public accountant or membership or 
associate membership in the American 
Institute of Accountants. 


(d) Members of the faculty of Pace 
Institute and of the faculties of ac- 
cred‘ted affiliated schools giving the 
Pace Course in Accountancy and Busi- 
ness Administration. 


_ (e) Men and women who. have 
rendered distinguished services in ac- 
countancy and accountancy education. 
Members in this class shall be known 
as honorary members, and may be 
elected only by the unanimous vote of 
the members present at a regular or 
special meeting of the Association. 


IV. Meetings 


The Association shall hold two regu- 
lar meetings each year, the first to be 
held on the third Saturday in March 
and the second to be held on the third 
Saturday in September. Special meet- 
ings may be held upon call of the 
President, upon call of the Board of 
Governors, or upon call signed by 
twenty or more members. 


V. Management 


The management of the Association 
shall vest in a board, known as the 
Board of Governors, which shall consist 
of fourteen elected or appointed mem- 
bers, ten of whom shall be chosen from 
the membership at large, and four of 
whom shall be chosen from th= faculty 
of Pace Institute, and each of whom, 
except as hereinafter provided with 
Tespect to the initial members of the 
Board, is to hold office for the term of 
one year. 

The temporary presiding officer of 
the general meeting of Pace graduates 


“held on February 28, 1925, shall nomin- 


ate and appoint the first Board of 
Governors in the following manner: 
Seven members of the board shall be 
appointed to serve until the third 
Saturday in September, 1925; and seven 
members shall be appointed to serve 
until the third Saturday in March, 1926. 
At each of the two regular meetings 
to be held on the third Saturday of 
March and on the third Saturday of 
September of each year, beginning 
with the meeting to be held on the 
third Saturday in September, 1925, 


‘members 
membership and four members chosen 


April 


seven governors shall be elected as suc- 
cessors to the governors whose terms 
expire. 

Each governor shall hold office until 
the expiration of his term or until his 
successor shall be duly elected. 

The Board of Governors shall have 
power to appoint governors to fill 
vacancies that arise from reasons other 
than the expiration of regular terms of 
office, subject to the provision that the 
personnel shall at all times include ten 
chosen from the _ general 


from the faculty of Pace Institute. 
The Board of Governors shall have 
power, in the event of the resignation 
or inability of any officer of the Associa- 
tion to perform his duties, to elect a 


successor, who shall serve during the 


unexpired portion of the term. 

The Board of Governors shall be 
vested with the power and charged with 
the duty of managing the affairs of the 
Association, subject only to the limita- 
tions imposed by these articlés of asso- 
ciation and to the instruction of the 
members of the Association, as evi- 
denced by resolutions duly passed at 
regular or special meetings. 

The Board of Governors shall pre- 
scribe, from time to time, subject to 
the approval of the members, such 
additional rules or by-laws as <tnay be 
required for the proper management of 


the affairs of the Association. 
_ The regular officers of the Associa- . 


tion, as hereinafter provided for, shall 
be ex officio members of the Board of 


Governors with full power of Pparticipa- . 


tion in management. 

Seven members of the Board of 
Governors shall constitute a quorum 
for the purpose of transacting business. 


VI. Officers 


The affairs of the Association shall be 
conducted in the interim between 
meetings cf the Board of Governors by 
its officers. : 

The officers oi the Association shall 
consist of a President, a. First Vice- 
President, a Second Vice-President, and 
an Executive Secretary. The duties of 
the officers shall be as follows: 


President. The President shall as- 
sume general direction of the affairs of 
the Association, and shall perform the 
duties usually devolving upon a chief 
executive. 


First Vice-President. The First 
Vice-President shall perform such duties 
as may be,prescribed from time to time 
by the Board of Governors or the 
President, and shall, in the event of the 
absence or inability of the President to 
act, perform the latter’s duties. 


Second Vice-President. The Second 
Vice-President shall perform such‘ duties 
as may be prescribed from time to time 
by the Board of Governors or the 
President, and, in the event of the 
absence or inability of the President 
and the First Vice-President to act, 
shall perform the duties of the President. 

BExecutive Secretary. The Execu- 


tive Secretary shall assume the active 
management of the details of adminis- 
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tration, subject to the general direction 
of the Board of Governors and the 
President. He shall make all necessary 
records; and he shall collect, safeguard, 
and disburse association funds, for 
which funds he shall submit to each 
regular and special meeting of the 
Association a cash statement disclosing 
in detail the amount of cash received 
and disbursed, and the balance of cash 
on hand. 


The officers, beginning with the 
regular meeting held on the third 
Saturday in March, 1925, shall be 


elected at the regular meeting to be held 


on the third Saturday of March in each 
year and shall serve in each instance 
for a term of one year. 

The Executive Secretary shall be 
elected from the members of the Asso- 
ciation who are employed members of 
the faculty or staff cf Pace Institute. 

Each officer shall perform his duties 
for his regular term of one year and 
until his.or her successor is elected. 

The Board of Governors, at their 
first meeting, shall elect officers to serve 
until the first regular election of officers 
to be held on the third Saturday of 
March, 1925, and shall nominate the 
officers to be elected at the said first 
regular meeting. 

At each of the two regular meetings 
held each year, a nominating committee 
shall be chosen by the members, which 
committee is to.place in nomination all 
governors and officers who are to be 
elected at the succeeding regular meet- 
ing. The nominating committee shall 
transmit the names of nominees to all 
members at least two weeks previous 
to the meeting at which the election is 
to be held. 

Nominations may be made by any 
member from the floor at the meeting 
at which an election is held. 


VII. Headquarters 


The official headquarters of the 
Association shall be the executive offices 
of Pace Institute of New York. 


VIII. Membership Dues and As- 
sessments 


There shall be no regular membership 
dues. The Board of Governors shall 
from time to time make such current 
charges or assessments as are found 
necessary to carry on the affairs of the 
Association. 


IX. Amendments 


These articles may be amended at any 
Tegular or special meeting upon vote 
of two-thirds of the members present, 
provided that at least two weeks’ 
notice be given to all members of the 
intention to amend. 


X. . Charter Members 


All persons qualified for membership 
in the Association who sign these articles 


of association on or before the third 


Saturday of September, 1925, shall for 
all time rank as charter members of 
the Pace Alumni Association; and an 


engrossed copy of these articles, which 


shall include the names of charter 
members, shall be permanently dis- 
played in the headquarters of the asso- 


-Ciation. 
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Edward J]. McNamara, 
Aligh School of Commerce Principal 


and friends of Pace Institute will be 
glad to learn that Mr. Edward ip 
McNamara, member of the faculty of 


GS 22d friends members of the faculty, 


‘Pace Institute from 1916 to 1920, has 


been made principal of the High School 
of Commerce, New York City. Mr. 
McNamara was installed as principal in 
a very impressive ceremony, held in the 
auditorium of the High School of Com: 
merce, on March 4, 1925. Present at 
the exercises were the entire student 
body of more than one thousand, many 
Principals of other New York high 
schools, members of th Board of Edu- 
cation, and a host of friends of Mr. 
McNamara. Mr. John D. Minnick, 
administrative assistant, High School of 
Commerce, was chairman. 

Dr. John L. Tildsley, district super- 
intendent of schools, spoke for the 
governing body of the New York City 
schools and installed Mr. McNamara as 
principal. In the course of his address 
Dr. Tildsley stated that Mr. McNamara 
had been selected for the important 
position of principal, not only because 
of his long experience in school work, 
but also because of his wide experience 
in business. 

Following Dr. Tildsley’s address, 
Mrs. Evelyn W. Allen, principal, Girls’ 
Commercial High School, made a 
splendid address and gave the audience 
some close-up glimpses of Mr. McNa- 
mara. Mrs. Allen had first-hand in- 
formation, as Mr. McNamara had 
served as her administrative assistant 
in the Girls’ Commercial High School 
from 1922 until the present time. Mrs. 
Allen predicted that Mr. McNamara 
would make a great success in his new 
position. | 

Following Mrs. Allen, Mr. McNamara 
made his acceptance address, in the 
course of which he pledged himself to 
carry on to the best of his ability the 
work and policies which had _ been 
inauguarated by his predecessors in the 
High School of Commerce. 

At this point the Honorable M. 
Samuel Stern, vice-president of the 
Board of Education, responded, in 
behalf of the Board of Education, with 
some very timely remarks. 

Mr. Lorenz W. Schmidt, leader of 
Arista, a high-school organization, made 
the final address and pledged the whole- 
hearted support of the student body to 
Mr. McNamara. The program was 
brought to a close by a salute to the 
colors and the singing the the Star- 
Spangled Banner. 

Mr. McNamara was born in New York 
City forty years ago. He graduated 
from La Salle Academy in 1900; from 
Manhattan College, with the B.A. 
degree, in 1904; from Columbia Univer- 
sity, with the M.A. degree, in 1906; 
and from Teachers’ College, with Mas- 
ter’s Diploma in English, in 1906. He 
enlisted in the Field Artillery in June, 
1918. 


Mr. McNamara has had twenty 
years’ service in the city schools, in 
both the day and the evening divisions, 
He was supervisor of commercial edu- 
cation in the New York City evening 
schools from 1917 to 1918 and resumed 
the duties of this position in September, 
1924. He has been a lecturer at Adelphi 
College, at New York University, at Pace 
Institute, and at the University cf Cali- 
fornia. He is widely known as a 
writer on commercial subjects. He has 
served as assistant editor of Pitman 
Journal and as assistant editor of the 
Gregg Writer. 

Mr. McNamara’s professional stand- 
ing is exceptionally high. He has 
served as president of both the First 
Assistant’s Association and the Admin- 
istrative Assistants’ Association. He 
is president of the Administrative As- 
sistants’ Association at the pres=nt time. 
He served five years on the Sylabus 
Committee of the State Department of 
Education, an equal period on the 
Examinations Committee of the State 
Department of Education, and two 
years as member of the Education 
Committee of the Brooklyn Chamber of 
Commerce. He is at present a member 
of a committee of the United States 
Bureau of Education to make a national 
survey of secretarial work and collegiate 
courses in commerce, and is also assisting 
the Director of Extension Activities of 
Hunter College in outlining collegiate 
courses for the training of commercial 
teachers. 

The Pace Student extends its hearty 
congratulations to Mr. McNamara on 
his well deserved appointment. 


THE NEXT REGULAR 
LUNCHEON 


OF THE 


PACE ALUMNI 
ASSOCIATION 


WILL BE HELD 


SATURDAY, APRIL 18 


AT 1.30 O’CLOCK 


AT 


THE MACHINERY CLUB 
50 CHURCH STREET 


To be sure of your reservation, send 
your check for $1.65 to-day to F. M. 
Schaeberle, Executive Secretary, 
30 Church Street, New York City. 
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Accounting and Cost System 
for a Cigar Manufacturer 
(Continued from page 68) 


each grade used in the tobacco stock 
ledger for tobacco withdrawn are applied 
to the inventory quantities. These 
amounts are then cross-added as usual. 
By subtracting lines five and six from 
line four, we obtain the figures to be 
placed on line seven, which is the gross 
leaf used. To obtain the figures for the 
next four lines considerable calculations 
are necessary. 


Tobacco Expense 


The total value as shown on the pre- 
liminary trial balance is divided by the 
total pounds of tobacco in stock and 
purchased, and an average of tobacco 
expense per pound obtained, upon which 
basis the amount is divided between the 
tobacco used and the inventory. The 
amount applicable to tobacco used is 
entered in the total tobacco column of 
the tobacco-in-process record on line 
eight. The average obtained previously 
is noted on the margin. This average 
multiplied by the quantities of tobacco 
of each grade will give the proportion of 
the total to be entered in each column. 
The remaining tobacco expense is appli- 
cable to tobacco not yet withdrawn and 
withdrawn but not used, and appears on 
the trial balance. 


Labor on Tobacco 


On the pay-rolls we have classified and 
analyzed the labor on tobacco into four 
classes, namely: direct labor on wrapper, 
direct labor on binder, direct labor on 
fillers, and indirect labor. Transferring 
the amounts from the pay-roll on a work 
sheet, we arrive at totals for wrappers 
binder, and filler, and the indirect labor, 
which is distributed and added to the 
direct labor on the direct-labor-dollar 
basis. The totals are entered in the 
proper total] columns of the tobacco-in- 
process record on line 9. 


The total pounds of wrapper tobacco 
used, divided into the cost of labor on 
wrappers, will give an average cost of 
labor per pound of tobacco used. This 
average multiplied by the amounts of 
the various grades of wrapper tobacco 
will supply the necessary figures for the 
other columns. The same method is fol- 
lowed in distributing the labor charges 
for binders and fillers. 


Overhead 


The total tobacco department over- 
head is entered on line 10 in the tobacco- 
in-process record and distributed to the 
various grades of wrapper, binder and 
filler tobacco on the basis of pounds of 
tobacco used. The total pounds used 
shown on line 7 is divided into the total 
overhead, and the average overhead cost 
per pound obtained is multiplied by the 
pounds of tobacco in each grade. 


By-Products 


The by-products that are produced in 
a cigar factory consist of tobacco cut- 
tings, scrap, find dust, tucks which are 
clipped from the end of the cigar, stems, 
and empty tobacco cases, all of which 
have a commercial value; and credit 
must be taken at the time they are pro- 
duced te reflect. true’ cost. “The sniase 
plausible place to credit these products 
is from the leaf tobacco used before it is 
applied to cigar production, and we do 
so on line 11 in the tobacco-in-process 
record. The amounts produced are 
obtained by the inventory method. A 
memorandum stock book is kept in which 
the pounds of each product produced is 
entered by grades. The products are 
cased, and, as the cases are filled and 
closed, they are weighed and a record 
made. As they are shipped, they are 
noted in the record, showing the date 
shipped. At the month-end an inven- 
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tory is taken of all the cases remaining 
on hand with the loose products not yet 
cased. A work sheet is prepared having 


columns for each grade of by-products. 


and a total column. 

On the first line, the opening inven- 
tories are entered from the previous 
work sheet. The next four lines are left 
blank for the present. On the sixth line, 
the closing inventories are entered and 
valued at the current market price. On 
line five just above, the sales during the 
month are entered and totaled for each 
grade, and the total of sales and inven- 
tory at the month-end are added up and 
totaled on line four. On line two, any 
freight or cartage prepaid during the 
month is entered, analyzed by grades. 
The difference between lines 1 and 2 
and line 4 will be the amount pro- 
duced during the month. Certain grades 
of cuttings are applicable to wrapper, 
others to binders, and others to fillers. 
An analysis is made and the amounts 
produced are entered in the tobacco-in- 
process record on line 11 in the total 
columns, and, as in the distribution of 
labor on tobacco, the amount applicable 
to wrappers is subdivided 
various grades of tobacco by obtaining an 
average credit per pound of tobacco 
used. These figures are entered on 
line 11 in red ink and are deducted in 
arriving at the total. 

We now have figures on lines 1 to 11, 
inclusive, of the tobacco-in-process rec- 
ord, and the figures for line 12, the net 
cost of tobacco used on cigars, are ob- 
tained by adding lines 7, 8, 9 and 10, 
and subtracting line 11. We have now 
completed the work of arriving at the 
cost o. raw material. 


Wet and Dry Weights 


It is desirable at this point to give an 
explanation of the method used to make 
allowances for the moisture which is con- 
tained in tobacco prepared for the manu- 
facturing processes. When the inven- 
tories of loose tobacco not yet consumed 
in the production of cigars are taken at 
the close of the month, the figures sub- 
mitted to the office include moisture, and 
before they are entered in the tobacco-in- 
process record on line 6, it is necessary to 
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Cigar : Tohaceo Used Direct Labor Indirect Labor Cigar Department * — Total Cost: 
Grade Quantity Overhead Loose 
Number Produced g 
Amount Ave Amount Ave. Amount Ave. Amount Ave, || Ave. Amount 
Wrapper | | 
Binder | 
Inv. End Last Mo. Filler —|—_—— ——— || —} — — — S| —-| a 
Manufactured Total 
Total Farry oa a ig a 
bat 
Packed | = |- 
Inv. End This Mo. | am | 
Wrapper i ee Sir 1 Tle a eo a 
Binder || 14 
Inv. End Last Mo Filler —|——_—_ |—_|— || —] — | | —— |] — |_| — | ——— , —— | — | | | — | 
Manufactured | Total } | | 
Total | El I a ct hl 
Packed | | ee 
Inv. End This Mo. | | | Pin 
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deduct a certain percentage of the weight, 
which is estimated to be the moisture 
contained in the tobacco. 

From observations and actual tests 
made, we are in possession of the per- 
centage of moisture that each grade of 
tobacco absorbs during its preparation. 
These percentages are deducted on a 
work sheet prepared and the net figures 
are presumed to be the original dry 
weight. The tobacco withdrawn from 
stock is transferred to the tobacco-in- 
process record at the dry purchased 
weight, and, therefore, all figures for 
weights must be reduced to this basis. 
To fully explain the method, an illustra- 
tion is given below: 

102 lbs. of Sumatra tobacco were in- 
ventoried at the close of the month. 

Observations and tests show that 
Sumatra tobacco absorbs about 2% mois- 
ture. 

Dividing 102 lbs. by 1.02 gives the 
following answer: 100 lbs. dry weight 
tobacco, which is the figure used in the 
tobacco-in-process record. 


Cost of Cigars Loose 


In order to arrive at the cost of cigars 
loose, it will be necessary to use a state- 
ment form and several work sheets. An 
illustration of the statement form is given 


(Form 4), and.the work sheets will be . 


described as the explanation progresses. 

As stated before, the unit of produc- 
tion is the grade of cigar, and all costs 
are divided into the various grades pro- 
duced. Several methods are used to 
allocate the various items of cost to the 
grades or units—by the use of averages 
per thousand cigars, by direct labor 
dollars, etc.—and the cost of tobacco 
used is applied to the various grades in 
the manner explained below. 

A work sheet is prepared on columnar 
paper with columns running across the 
sheet for each grade of tobacco with 
columns for total wrappers, total binders, 
and total fillers. In the extreme left 
hand side the grades of cigars and the 


quantity produced of each grade is 


listed, a line for each, running down the 
sheet. There is on file a formula record 
which shows the grades of tobacco to be 
used on the different grades of cigars, 
and the proportions of filler that are 
blended by mixing three or four grades 
of tobacco, and also the average weight 
of each grade of cigar per thousand. 
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The wrappers, where more than one 
grade of cigars takes the same grade of 
wrapper, are proportioned to the grades 
on the basis of the selling price of the 
cigar. An explanation of this method 
will now be given. 

The production of each grade is 
multiplied by the selling price, giving a 
total selling value of the cigars. These 
figures are totaled, and the total is 
divided into the value of the grade of 
wrappers used on these cigars. The 
result is an average cost of wrapper per 
dollar of selling value. This average, 
multiplied by the selling value of each 
grade, will give the cost of wrapper 
applying to the grade; and these figures 
should total to the cost of the grade of 
wrappers used. Binders are appor- 
tioned by the same method, providing 
of course that more than one grade of 
cigars takes the same grade of binder, as 
determined from the formulae. 

In distributing the cost of fillers, we 
have a much more difficult task. The 
formulae show that three or four grades 
are used on a certain cigar with propor- 
tions, say of 60, 20, and 20 per cent. 
1,000 cigars to weigh 15 lbs., exclusive 
of wrapper and binder. Others may 
take different percentages and call for 
the same weight or the same percentages 
and a different weight. In order that 
the method used will be easily under- 
stood, an illustration will be given 
(Form 5). 

In the illustration shown, two grades 
of cigars were produced, P-184-R 800,000 
and L-672-R 200,000. Four grades of 
filler tobacco were used in the blend of 
the P-184-R grade, H.S., L.S., P.W., 
and T.N. Three grades were used in 
the blend of the L-672-R grade, H.S. 


Peco alice ac Lic le The formula for P- 
184-R was— 
H:S mea 
LS B20%% 
P.W.. e207, 
eEIN Se ..40% 
Weight of filler to be used 
per:1,000 cigars: ..... PS tbs: 
The formula for L-672-R was— 
HS... ee os 10% 
so ee ae 30% 
Ti INiae a 60% 
Weight of filler to be used 
per 1,000 cigars...... 14 lbs. 


ae 


Using the percentages given for the 
P-184-R grade, we find that the blend 
consisted of 3 lbs. H.S., 3 Ibs. L.S., 3 


Ibs. P.W., 6 Ibs. T.N., and for the 
L-672-R grade, 1.4 lbs. H.S., 4.2 Ibs. 
L.S., 8.4 lbs. T.N. per 1,000 cigars. 


Multiplying these quantities by the 
productions of each grade, we arrive at 
the following figures: 


T.N. 


Grade res: yey P.W. 

P-184-R 2400 2400 2400 4800" 

L-672-R 280 840 1680 
2680 3240 2400 6480 


These total pounds are compared. with 
the actual pounds shown as used in the 
tobacco-in-process' record. Any ma- 
terial difference should be investigated, 
and if corrections are necessary, they 
are made at this time. If not, we will 
proceed to allocate the value of the 
filler tobacco used, on the basis of the 
figures shown above. By dividing the 
total pounds according to formula into 
the value of the grade of filler tobacco 
used, we obtain an average price per 
pound. This average multiplied by the 
pounds shown for each grade of cigars, 
will give the value applying to that 
grade and the sum of the distribution 
should agree with the total value, thus: 


H.S. GRADE 
2,680 Ibs. divided into $1786,67 


= .6667 

P-184-R 2,400 lbs. x .6667 = $1,600.00 

L-672-R 280 lbs. x .6667 = $186.67 
2,680 lbs. Total 
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This completes the explanation of the 
allocation of cost of tobacco used to the 
various grades of cigars, and we will 
proceed with the other divisions of cost. 


Direct Labor 


The direct labor applying to each 
grade of cigars is obtained from the 
distribution of the pay-roll on the sheets 
prepared for this purpose, and is entered 
on the loose cost statement directly to 
each grade. The total should agree with 
the ledger charge for the month under 
review. 

Indirect Labor 

The total indirect labor for the month 
in the cigar department is ascertained 
from the ledger account and is appor- 


DISTRIBUTION OF FILLER TOBACCO USED 


Quantity H.S. L.S. P.W. TONG. Total 
Cigar Grades Produced Produced : | 5S 
Pounds Value Pounds | Value Pounds Value Pounds Value | Value 
or vie Ar ie Si coae ica a ey F 
P-184-R 800/009 2) 41 0} O 11690 90 2) 4) 0} 0) 1| '431|50 2| 4) 0} 0} 2/990)90 | 41 8) 0; 0; 2/9€3)00 | 8) 044 50 
L-672-R 200000 2} 8] 0 1186) 67 8} 4) 0! a | | my 1] 6} 8! OF 1) 1937/90 us _ 1742 17 
—| —| —]—| — | —|— | — | =|: 5 ihe. = | (et | Fa A = apa 
Total 1|000| 000 2| 6] 8| 0 1 786.67 3 2 4| 0 0190 DW Al OO 2 ie | 6 4 8 0 rin )0190 9 786)\67 
| | 
Formula: 
P 184 R 20% H.S. L 672 R 10% H.S. 
weight, 15 20% L.S. weight 14 30% L.S. 
podids per 20% P.W. pounds per 60%T.N. 
1000 cigars 40% T.N. 1000 cigars 
Form.5 
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tioned to the different grades of cigars 
on the basis of direct labor dollars. 
To illustrate: The total direct-labor 
dollars in this department is divided into 
the total indirect labor, and an average 
per dollar of direct labor obtained. 
This average, multiplied by the direct 
labor for each grade, will give the pro- 
portion of indirect labor applying to the 
’ different grades. 


Departmental Overhead 


The departmental overhead, including 
the general factory overhead apportioned 
previously, is distributed to the produc- 


tion on the basis of quantities of cigars 


produced. 

To illustrate: The total overhead, as 
shown by the ledger, is divided by the 
total production, and an average per 
thousand cigars obtained. This average 
multiplied by the production of each 
grade will result in the amount of over- 
head applying thereto, and the sum 
should be the total overhead. 

These figures are entered in the proper 
columns of the loose cost sheet which 
was illustrated, and each item of cost 
for the various grades is divided by the 
production for the grades and averages 
per thousand cigars secured, which are 
entered in the columns provided. These 
averages are used for the purpose of 
comparison with previous results, and 
the results of other branches manufac- 
turing the same grades. After all 
figures are entered, they are cross-added 
to the total column and footed to prove 
the additions. The averages for each 
grade are cross-added but are not footed. 
In order that the value of the inventory 
of loose cigars may be obtained, and the 
cost of the cigars packed during the 
month transferred to the cost sheet for 
cigars packed, certain other steps are 
necessary. 

The total of the cigars on hand at the 
first of the month and the amount 
produced for each grade is divided into 
the total of the opening inventory value 
and the cost of the cigars produced. 
The average cost per thousand obtained 
is multiplied by the amount of cigars 
packed and entered on the proper line. 
The difference is the value of the closing 
inventory, and should agree with the 


calculation of the closing inventory of | 


Quantity © 


Brand, Size, Grade, Packed 


Ete. Amount 


| Cost of Loose 
Cigars 


Inv. First Month 
Packed 
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cigars, multiplied by the average cost 
per thousand. This procedure is carried 
out for each grade, and totals of the 
value of the cigars packed and of closing 
inventory are obtained and entered in 
the total section. 

Illustrative journal entries of the trans- 
actions and procedures given thus far 
will now be shown. 


General Factory Overhead.......... 
(Loy Hactorysoup plies. \-n ee + 
Prepaid, Taxes samen «ste oe xx 
Préepaid-Insuranceme. oe ats xx 
Prepaideinent } Geepaea. = hinrias x 
Reserve for Depreciation, Fac- 
tory, Machinery & Equipment xx 
To Set up General Factory Overhead. 


Tobacco Department Overhead...... xx 
Cigar Department Overhead........ xXx 
Packing Department Overhead...... xX 
Shipping Department Overhead..... ne 
To General Factory Overhead..... XxX 
For apportioning General Factory 
Overhead. 


Labor on Tobacco, Indirect . z xx 
Indirect Labor, Cigar Department. xx 
Indirect Labor, Packing Departmient XX 
Indirect Labor, Shipping Department xx 

To Salaries Office & Factory 

Management. OS 
For Apportioning Salaries—Office. and 
Factory Management. 


Tobacco-in-Process Record Control... xx 
To Tobacco Stock Ledger Control. . xx 
For tobacco withdrawn from stock... 
Cost of Tobacco Used on Cigars...... OKs 
To Tobacco-in-Process Record Con- 
. ftrolians? >,e.¢ 
To Set Up Cost of Tobacco Used on 
Cigars 
Cost of Tobacco Used on Cigars...... xX 
Toe bopaccouexpenseurmn): acne era xx 
Labor on Tobacco, Direct... ... xx 
Labor on Tobacco, Indirect.. .°. xX 
Tobacco Department Overhead. ox 


To transfer sundry items to Cost of 
Tobacco Used on Cigars. 


By Products ae...) eee eee sre 
To Cost of Tobacco Used on Cigars. xx 
To credit Cost of Tobacco Used on 
Cigars with by-product saving. 


Cigars ‘‘Loose’”’ xx 
To Cost of Production... . XX 
To record the production cost of 
cigars loose. 


Determining the Cost of 
Cigars Packed ; 


To determine the cost of, cigars 
packed, it is necessary to provide a cost 
statement similar to the Loose Cost 
Statement, but with different columns 
and to change the unit of production to 
the brand of cigars instead of the grade, 
as many grades of cigars are packed into 
different brands and into different sizes 
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of packing, such as 25 cigars to the box, 50 
cigars to the box. The style of pack- 
ing, which may be four rows, 12, 13, 
12, 13; or 2 bundles of 25 each to a 
box of 50; or 4 bundles to a box of 100; 
and the like. All of these sizes and 
brands take different kinds of packing 
material, and the cost varies with each 
size. A thousand cigars packed in 
boxes of 25 each will take 40 boxes, 
whereas a thousand cigars packed in 
boxes of 100 cigars each will take only 
10 boxes. All of these features will 
vary the cost of the packing material. 

From the illustration of the cigars 
packed statement (Form 6), it will be 
seen that columns are provided for 
cost of loose cigars, direct. packing labor 
indirect packing labor, packing depart- 
ment overhead, packing material, and 
a total cost column. 

The opening inventories, quantities 
packed, closing inventories and quanti- 
ties shipped are entered from the cigar 
stock book which was explained pre- 
viously. From the loose cost state- 
ment, we obtain the cost of the cigars 
packed by grades, and these figures are 
entered in the first column, dividing the 
totals among the different brands packed 
from each grade. 
thousand for each grade is used to 
accomplish this distribution. 

We are now ready to determine the 
amounts of direct labor applicable to 
each brand. The labor in the packing 
department is divided into several 
classes. There is packing labor, band- 
ing labor, foiling labor, wrapping labor, 
etc. From the pay-roll we are able to 
determine the totals for each class of 
labor. The formulae on file show the 
styles of packing for each brand, and 
the brands shown on the Packed Cost 
Statement are examined and a notation 
made as to whether.or not they are 
banded, foiled, or banded and foiled. 
Totals of the cigars packed, banded, and 
foiled are ascertained and divided into 
the total direct labor, classified as to 
packing labor, banding labor, and foiling 
labor. Averages per thousand are thus 
secured for packing, banding, and foiling. 
Again going through the packed cost 
statement sheets, we place the proper 
average in the direct labor column for 
each brand, to illustrate: 


CIGARS PACKED COST STATEMENT 


Direct Labor Indirect Labor 


Ave. Amount | Ave. Amount | Ave. 


Total 
Shipped 
Iny. end Month 


Inv. First Month 
Packed 
Total 


Packing Dept. 
Overhead 


Total Cost 


Packing Material Packed 


Amount 


Ave. || Ave. Amount 


Ave. Amount 


The average cost per - 


a 1 pe To 


point. 


1925 


The brands shown we will assume 
were: 
Blank Londres (Banded & Foiled) 

1, 20 (50 to a box) 160,000 packed 
Noname Perfectos (Banded) 

1/40 (25 to a box) 200,000 packed 
Nonesuch Blunts (Foiled) 

1 100 (10 to a box) 50,000 packed 
Noname Blunts (No bands or foil) 

1/20 100,000 packed 

We shall also assume that the averages 
obtained were as follows: 


« 


Corl ba UG a OF eee 1.0000 
Banding . 2500 
Foiling .5000 


packing labor would be distributed as 
follows: 


Blank Londres 2720-21 27500 
Noname Perfectos 1/40 1.2500 
Nonesuch Blunts 1/100 1.5000 
Noname Blunts 1/20 1.0000 


Multiplying these averages by the 
quantities packed, we secure the cost 
of direct labor applicable to each brand, 
which should total to the direct labor, 
as shown in the ledger. 


Indirect Labor 


Indirect labor is apportioned to the 
various brands on the basis of direct 
labor dollars. The cost of direct labor 
is divided into the total of indirect 
labor and apportioned according to the 
amounts of direct labor in each brand. 
The procedure is the same as was 
followed in the cigar department cost 
statement and does not need further 
explanation. Averages per 1,000 cigars 
are determined and entered in the aver- 
age columns. 


Packing Department Overhead 


The total packing department over- 
head, as shown on the preliminary trial 
balance, is distributed to the various 
brands’ on the basis of quantities of 
Cigars packed. The method was de- 
scribed in the explanation of the distri- 
bution of cigar department overhead 
and needs no further comment on this 


° Packing Material 

To determine the cost of packing 
material used on each of the different 
brands packed, several steps are neces- 
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columnar paper having sufficient columns 
for the different classes of packing 
material, such as boxes, labels, bands, 
foil, etc. In the left-hand margin the 
different brands packed during the 
month, together with the quantities 
packed and the sizes of packing, are 
listed running down the sheet. Physical 
inventories have been taken at the close 
of the month for all of the different 
classes of packing material, and the 
quantities used are determined. 

The next step is to enter the inven- 
tories and the quantities used in the 
packing material stock ledger, any 
difference between the total of the 
inventory and used quantity and the 
debit side of the various accounts being 
investigated, and if found to be wasted 
or destroyed is included with the 
quantity used. The inventories of 
packing material are priced at the last 
purchase cost, and the differences in 
value are applied to the quantities used. 
These values shown as used in the pack- 
ng material stock ledger are distributed 
on the work sheet against the brands 
packed in the proper columns. 

Each line is cross-added to secure 
total cost of packing material used for 
the brands and then footed to determine 
the total cost of packing material used. 
An addition is made of the inventory 
values in the packing material stock 
ledger to prove the accuracy of the 
remaining balance in the controlling 
account. The totals for each brand on 
the work sheet are then transferred to 
the packing department cost statement 
in the column provided. Averages per 
1,000 cigars packed are determined and 
entered in the average column. A 
journal entry will be given later for this 
procedure, 


Total Cost of Cigars Packed 


To determine the total cost of cigars 
packed, the amounts for each brand are 
cross-added and footed. The averages 
are also cross-added to show the average 
cost per 1,000 for each brand of cigars 
packed. To ascertain the value of the 
quantities of cigars shipped and the re- 
maining inventories, the total quantity 
of cigars for each brand is divided into 
the total cost of each brand and an 
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averages are multiplied by the quanti- 
ties shipped and remaining on hand to 
apportion the value. 


Determination of the Cost of 


Cigars Shipped 

The total cost of cigars. shipped in- 
cludes their cost packed plus the ship- 
ping department direct and indirect 
labor, the cost of shipping supplies used, 
and the cost of the internal revenue tax. 
A cost statement (Form 7) is provided 
similar to the packed statement, having 
columns for cigars shipped, shipping 
department labor, overhead, shipping 
supplies, and internal revenue tax stamps, 
and also a total column. The compila- 
tion of this statement is comparatively 
simple, but a short explanation will be 
given of the different steps, with a de- 
tailed description of the application of 
the internal revenue tax. 

In the left-hand margin the brands, 
sizes of packing, and cigar grade num- 
bers are listed as shown on the packed 
cost statement. In the next column, 
the quantities shipped are listed, taken 
from the packed cost statement, and 
totaled. 


Shipping Department Labor 


Shipping department labor, direct and 
indirect, is combined and apportioned to 
the quantities of cigars shipped on the 
basis of average cost per 1,000 cigars. 
The amounts and averages are shown 
opposite the various brands in the 
column provided. 

Shipping Supplies 

In the factory ledger we have an 
account Shipping Supplies Record Con- 
trol, which is a contro! account of a stock 
ledger in which the quantities and values 
of the various items are entered. A 
physical inventory of these supplies was 
taken at the close of the period, and the 
inventory quantities are entered on the 
credit side of this record, the difference 
being the quantities used. The inven- 
tories are priced at the last purchase 
price, and the differences are considered 
the values of the quantities used. The 
values used are totaled, and this amount 
is apportioned to the quantities of cigars 
shipped on the same basis as the ship- 
ping department labor. Journal entry 
for this procedure will be given later. 


sary. A work sheet is prepared on average cost per 1,000 obtained. These 
CIGARS SHIPPED COST STATEMENT 
a AO ite, ats = UA eae Branch ONAN pe 
Direct and Indirect _ Shipping ‘Shipping Dept. ba NN rat 
: Quantity Labor Supplies, Ete. Overhead Revenue Stamps Total Cost 
Brand, Size, Grade, Ete. Shipped | 
? Amount Amount Ave. Amount Ave. Amount Ave. || Ave. | Amount 


| Ave. 
| 


| 
| 
| 
| 
| 
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Shipping Department Overhead 


The cost of shipping department 
overhead is distributed to the various 
quantities shipped in the same manner 
as the cigar department overhead, which 
was explained in detail previously. 
Internal Revenue Tax Stamps 

The internal revenue tax on cigars is 
based on the selling price of the cigar. 
The Government has divided all cigars 
into five classes and two divisions as 
follows: 


Cigars Weighing More Than 3 Ibs. 
per M. 


Class A—Cigars manufactured to sell 
at not more than 5c. each—Tax 
$4.00 per M. 

Class B—Cigars manufactured to sell 
at more than 5c. each, but not more 
than 8c. each—Tax $6.00 per M. 

Class C—-Cigars manufactured to sell 
at more than 8c. each, but not more 
than 15c. each—Tax $9.00 per M. 

Class D—Cigars manufactured to sell 
at more than 15c. each, but not more 
than 20c. each—Tax $12.00 per M. 

Class E—Cigars manufactured to sell 
at more than 20c each—Tax $15.00 
per M. 

Cigars Weighing Not More Than 
3 Lbs. per M. 


Tax $1.50 per M. 


The Government requires that a 
stamp be affixed to each box, showing 
the quantity of cigars contained in the 
box, and the class or tax rate. These 
stamps may be purchased from the 
Government in any denomination at the 
specified tax rates. They are affixed to 
the boxes before removing the cigars 
from the factory premises and are can- 
celled by an approved method, showing 
the date of removal, factory number, and 
internal revenue collection district. The 
ledger account for these stamps has been 
balanced at the close of the month; and 
a journal entry will be made, crediting 
the account for the value of the tax 
paid on the cigars of the various classes 
shipped. 

This amount is entered on the total 
line in the proper column and distributed 
to the various brands shipped by deter- 
mining the class and tax rate for the 
brand, and calculating the tax paid by 
multiplying the quantity shipped by the 
tax rate. 


Total Cost Shipped 


The various items of cost on this 
statement are now cross added to the 
total column and summed to prove the 
cross addition of the total. The aver- 
ages are also cross added to show the 
total average cost per 1,000 cigars for 
the various quantities shipped. 

We have now completed the deter- 
mination of costs and have compiled, in 
connection with the work, illustrative 
statements which adequately unfold to 
the management the total cost of produc- 
tion, as well as the cost of the various 
items included in the total. 

Journal entries are given below for 
the procedures incidental to the deter- 


mination of the cost of cigars packed 
and shipped. 


Packing Material Used............. 
To Packing Material Stock Ledger 
Control... .., see ag ee eke 

To Record Shipping Supplies Used. 


Cigars’ ‘SPacked”’ . <<, Mapieyetenctestasi el « xx 
‘TosCigars: 100Se’ Beene arate ts = Xx 
Direct Labor, Packing Depart- 
ment: Coe. ... :\ ee ere ee or xx 
Indirect Labor, Packing Depart- 

TTVCMIC ek, kos - ¢ REEs OME se ey bere ; x 
Packing Department Overhead. . xx 
Packing iViaterialeec sa <x 

To Record Cost of Cigars Packed. 


Shipping Supplies Used............. xx 
To Shipping Room Supplies...... ’ <x 
To Record Revenue Stamps Used for 
Month. 


Revenue Stamps Used.............. Xx 
To Revenue Stamps Stock........ xx 


To record cost of revenue stamps used. 


Costiof Cigars shippe@ae a eee 
‘To. Cigars. Packed ser. st ee ee x 
Shipping Department Labor.... xx 
Shipping Suppliesmeerss 9. oe ee xx 
Shipping Department Overhead... xx 
Revenue Stamps Used.......... xx 


To Record Cost of Cigars Shipped. 


There are many other entries neces- 
sary to close the factory ledger and 
transfer the cost of cigars shipped to the 
home office, as well as explanations of 
the articulating entries in the factory 
journal and home office journal, tying 
up with the home office records the cost 
procedures at the factory; but it is not 
the purpose of this article to describe 
the complete accounting system. 

Sufficient has been said to clarify 
the factory cost procedure, and the addi- 
tional steps and entries may be visualized 
from the explanations and details of the 
cost finding methods. 


Business Associations 
Adopt Standard 


Forms 


OR several years various business 
F and industrial organizations have 

felt the need in business for stand- 
ardized invoice, purchase order, and 
inquiry forms. The discussions and 
conferences of the various organizations 
finally crystallized in a conference of 
business organizations held under the 
auspices of the Division of Simplified 
Practices in the Department of Com- 
merce. The following excerpts from the 
Department of Commerce report will be 
of great interest to accountants: 


‘Representatives of purchasing or- 
ganizations, industrial engineers, and 
national bodies, meeting in the Depart- 
ment of Commerce adopted standards for 
invoice, purchase order and inquiry 
forms for use in American business. The 
action was taken as the culmination of 
several years of effort of the National 
Association of Purchasing Agents, the 
Railway Accounting Officers’ Associa- 
tion, the National Association of Cost 
Accountants, and the Division of Pur- 
chases and Stores of the American Rail- 
way Association. The meeting was held 
under the auspices of the Division of 
Simplified Practice, whose cooperation 
had been asked in bringing about the 
elimination of hundreds of variations in 
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these business documents and in securing 
to American business houses a saving 
which was estimated at more than 
$15,000,000 a year. 

‘The meeting was addressed by 
Secretary Hoover, who told the delegates 
that the wastes in business documenta- 
tion could only be solved by conferences 
such as this. He pointed out that the 
existing variety is responsible in part for 
disputes due to misunderstandings of 
contractual relations. He cited the 
estimated saving of $5,000,000 annually 
to the warehouse industry through 
simplification of forms as a saving which 
comes in labor costs alone, and said that 
the saving from the avoidance of dis- 
putes will reach a sum which no one can 
estimate. 

“In the producing and distributing 
system of our country, he said, there are 
wastes of 25 to 30 per cent. The only 
cure for such wastes, he declared, lies in 
the collective action of a trade, which 
will protect against the reduction of the 
standard of living, of wage levels, or 
profits. Such collective action, he 
asserted, is a most constructive step; 
and he termed the meeting ‘one part of 
a great battle line’ in the war on wastes, 
a war which can be won only by hard, 
steady plodding. 

‘“*The recommendations for a standard 
invoice form were presented by W. L. 
Chandler of the National Association of 
Purchasing. Agents, who described the 
five-year effort of the various organiza- 
tions to develop uniformity. Thirty- 
eight national organizations, he said, are 
now using the standard form developed 
from the efforts of the accounting 
organizations,”” 73 

The various Associations represented 
at this meeting finally adopted as stand- 
ard sizes for invoice, purchase order, and 
inquiry forms, 814 by 7 inches, 84by 
11 inches, and 8% by 14 inches. 

It was voted that the standard form 
will become effective at once, or as soon 
as existing stocks of forms are used up by 
the various business houses, and that 
they will remain in effect indefinitely. 

Among those in attendance at’ the 
meeting, and instrumental in getting the 
standard forms adopted, was George 
Rea, C. P. A., of Touche, Niven & Co., 
and a member of the American Institute 
of Accountants. 


HAROLD DUDLEY GREELEY, At- 
torney and Counselor at Law, Certified 
Public Accountant, (N.Y.), 25 West 
43d Street, New York, announces that 
he is specializing in the' Law of Estates 
and Trusts, with particular reference to 
resident and non-resident inheritance 
and other taxation, federal and state. 


DAVID A. ALLEN and RICHARD H. 
MOHLER announce the retirement of 
Virgil E. Bennett from Allen, Bennett & 
Mohler and the continuance of the 
partnership practice under the firm name 
of Allen & Mohler, with offices at 400 
Union Trust Building, Pittsburgh, Pa., 
as heretofore. 


HERMAN HATKE, a Pace student, 
has been employed as a stenogrpaher in 


the Technical Department of Pace & 


Pace. 
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Launching :One’s Self in Accountancy 


Be ceccsny 1 one’s self in account- 
ancy may be easy. Conditions 
may break just right. Again, 
difficulties may present themselves. One 
of the common obstacles is found in 
distance from accountancy opportuni- 
ties. The following letter from a young 
man in a southern town, thus situated, 
and the reply of Homer S. Pace will be 
of interest to many of our readers who 
have in mind the securement of acount- 
ancy experience: 

“Would you be kind enough to furnish 
me with some information? Is there any 
school of accountancy in the United 
States that can and will secure employ- 
ment.for a graduate of their course? I 
have studied several courses in account- 
ancy and have graduated from one of 
them. I have a natural aptitude for the 
profession and an all-consuming desire 
to practice it. I have made excellent 
Progress on the courses that I have taken 
and am capable of doing the work of a 
senior, judging from the standards of our 
section. I have been employed as an 
accountant with the above institution of 
which I am a graduate (a technical 
school) for the past three years. In the 
Meantime. I have done considerable 
private and public accounting, assuming 
full responsibility for the audits, prep- 
aration of tax returns, and similar work, 
as well as assisting several public 
accountants. 

“I want a chance to get into the pro- 
fession. What must I do? 

“If you have any of the instincts of a 
teacher in you or can hark back to your 
early days, you can understand my 
position and will be glad to write me. 
I shall deeply appreciate any suggestion 
that you may see fit to make.’’ 


Mr. Pace’s reply follows: 

“Your letter of February 4th, directed 
to Pace & Pace, has come to my personal 
attention. I think I have the instinct of 
the teacher, and I can easily hark back 
to my early days. Moreover, I am an 
accountant in actual practice; and, be- 
cause of my official positions in national 
and state societies, have the development 
of the profession of accountancy very 
much at heart. I shall be glad indeed to 
give you the best counsel of which I am 
capable. 

“The only practicable way to obtain 
employment is on the basis of a personal 
interview. I am president of a placement 
agency, and during the year we place 
hundreds, if not thousands, of people, 
including many accountants, in desirable 
positions. However, it is impracticable 
for us to obtain a position on the basis 
of correspondence even for a graduate of 
our own extension (correspondence) 
division of teaching. Our advice is for 
such a student to come to a desirable 
center of employment, such as New 
York, where he can compete for a posi- 
tion on a favorable basis. A consider- 
able number of our students have come 
to New York from distant parts of the 


country with funds sufficient for main- 
tenance for a reasonable period of time. 
There is an element of hazard in taking 
such a course, because an individual 
without local experience and references 
is never in as favorable a position as one 
who possesses such credentials. It is 
especially hazardous, so far as New York 
is concerned, if one comes to the city in 
the spring or summer months—the more 
favorable time is in the fall or winter. 
*‘Accountancy, it is well to remember, 
has its chief development in the larger 
cities. In nearly all of these cities there 
are local schools of accountancy, and the 
graduates of such schools, supported by 
local experience, references, and knowl- 
edge of conditions, naturally have an 
advantage over the person who comes to 
the city from a distance. Considerthen 
how extremely difficult it is for a person 
working under all the disadvantages of 


‘non-residence to obtain an opportunity 


without a personel interview. 

“Our own school, Pace Institute, 
teaches chiefly in resident schools—New 
York, Newark, and Washington.* Our 
enrolment in Pace Institute of New York 
alone runs from 1500 to 2000 students. 
We have obtained positions for thou- 
sands of persons during the last fifteen 
years in accountancy practice. We have 
often helped extension (correspondence) 
students to obtain employment when they 
have placed themselves in a position 
where they could have personal inter- 
views with prospective employers. Not- 
withstanding all this placement service 
and my own keen interest in vocational 
matters, our school would not promise 
the securement of employment for any 
student or graduate. All that we can do 
is to assist the student as much as we can 
to obtain a position in which he can 
secure his professional experience. 

“In England the young man who seeks 
to become a chartered accountant works 
five years under an apprenticeship ar- 
rangement. He receives no salary and 
pays a premium for the privilege that 
varies from $2,000 to $3,000 for the term 
of his service. This sacrifice is a measure 
of the worth of an accountancy training 
under English conditions. In this coun- 
try, a junior usually begins at a salary 
of about $30 a week. If the individual 
has been earning a larger salary, he often 
wonders just why he should enter upon 
accountancy practice. The answer, of 
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course, is that the return is much more 
than he could hope to secure in this 
country in entering upon training in any 
other profession, and that the sacrifice 
is justified by the earning ability that the 
accountant will develop. I am speaking 
of this matter because one who desires 
to enter a profession should expect to 
make considerable immediate sacrifice in 
the early stages of his work. Less sacri- 
fice is required in accountancy than in 
law or in medicine, but you can’t alto- 
gether avoid some immediate curtail- 
ment of earning power. Many a person 
who complains of his inability to obtain 
accountancy employment puts a price 
upon his services that is out of all reason 
in view of the circumstances that exist. 

““My advice would be simply this. 
Select from one of the large cities—the 
one in which you consider that you can 
obtain the best training in accountancy 
practice—the training that will later 
give you the most prestige as an ac- 
countant. My own opinion is that 
New York or Chicago would be best 
for this purpose. Go to such a city in 
the favorable season of the year, with 
funds sufficient to support yourself for 
a reasonable period of time—six weeks 
to three months. Enlist the services of 
placement agencies such as our own. 
Obtain all the help you can from the 
school from which you graduated, and 
exert yourself personally by calling upon 
accountants. Take the position that 
you want the experience, regardless of 
the immediate salary. If you will take 
this course, and if you have a fair per- 
sonality and technical ability, you will 
get results. If you have excellent abil- 
ity, you will advance rapidly, and the 
period of your sacrifice will not be long. 

‘You want a market for your account- 
ancy abilities. Very well, go to the 
principal market, which you will find 
in the large cities. You probably would 
not yourself employ a man ‘unsight and 
unseen,’ when you could just as well 
make a choice on the basis of a personal 
interview. Do not expect the other per- 
son to take a different attitude. No 
school can change these fundamental 
conditions. All that the school can do 
is to lend a hand when you personally 
conform to the conditions under which 
employment is commonly obtained. 

‘“‘When you thoroughly grasp and act 
upon the information that I have given, 
you will be on the way to the solution of 
your problem. If you say that your fam- 
ily or financial affairs preclude the action 
I suggest, you will probably have to sit 
tight until you can put your affairs in 
order for the big adventure.”’ 
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Washington Pace 
Club Banquet 


NE of the outstanding social events 
O of the year is at hand. The 

Washington Pace Club will hold 
its Seventh Annual Banquetat 
Rauscher’s, 6:30 p.m. sharp, Saturday, 
April 18, 1925, the Saturday following 
Easter Sunday. 

Mr. ‘Houston Thompson, commis- 
sioner of the Federal Trade Commission, 
an authority on business conditions of 
the country and recognized as Washing- 
ton’s best after-dinner speaker, has 
consented to make the principal address. 
Mr. Homer S. Pace has also consented 
to give a short talk. Senator and Mrs. 
Ferris, of Michigan, and other distin- 
guished guests are expected to bein 
attendance. 

Mr. George H. O’Connor, phonograph 
artist and Washington’s premier banquet 
entertainer, heads the entertainment 
feature of our program. Mr. Arthur 
D. Bailey, concert banjo player and 
radio entertainer, is another performer. 
Local color is added in the person of 
Mr. Wilbert J. Smith, a Semester B 
Student, who will appear in a violin 
character stunt. Mr. Smith was one 
of the outstanding hits in ‘‘Uncle Sam’s 
Follies.” 

“The Carolinians,’ radio performers 
and one of the finest orchestras in the 
city, has been engaged to furnish music’ 
throughout the banquet and for dancing 
which will be indulged in immediately 
after the banquet and until 12:30 a.m. 

The essence of any banquet is the 
menu. Rauscher’s reputation for ser- 
vice and general quality of food served 
is well known by everyone who has ever 
been there. The cost of tickets this 
year is $3.50 per plate, the lowest 
banquet cost in the history of the club. 
The club has enjoyed a very successful 
year and a large attendance is ‘expected 
Tables seat ten. Get up a party and 
join us upon this occasion. Reserva- 
tions must be made early in order to 
afford time for the preparation of the 
seating arrangements. In making re- 
servations, please indicate names, seat- 
ing preferences, and make checks payable 
to Pace Club Banquet Committee. 
Mail requests for tickets should be made 
to The Pace Club, Transportation 
Building, Washington, D. C. 


WILLIAM WAGNER, a graduate of 
Pace Institute, and E. T. MAGRUDER, 
a former Pace student, have recently ac- 
cepted positions with Joseph Froggatt 
& Company, C.P.A’S., of 25 Church 
Street, New York City. 


REINOL Cc: GREULICH and 
GEORGE F. VALENTINE, students 
at Pace Institute, New York, have re- 
cently accepted employment, through 
the Pace Agency for Placements, Inc., 
with J. Lee Nicholson & Company, of 233 
Broadway, New York City. 


FRANK J. MELVIN has been employed 
as secretary to Mr. Lafrentz, of A. F. 
Lafrentz, C.P.A., of 100 Broadway. 
Mr. Melvin is now a student at Pace 
Institute, New York. 


PACE STUDENT 


Semester F Classes 
Hold Dinner 
and Theatre Party 


\HE past few months have seen 

activity on the part of two Semes- 

ter F classes of Pace Institute, New 
York, in the staging of informal get- 
togethers and the formulation of plans 
for making such functions a monthly 
event. 

Semester F classes 4704 and 4705 re- 
cently held an informal dinner at 
Stewart’s Restaurant, Park Place, New 
York. Here early plans for Semester F 
class activities were 
evening of February 28th the same two 
classes staged a theatre party at the 
evening performance of the ‘Student 
Prince’ playing at Jolson’s Theatre, 
New York. 

The next event is a luncheon planned 
for early in April at the Brooklyn 
Chamber of Commerce. These monthly 
get-togethers are a part of the student 
and alumni activities taking place at 
the Institute this Spring. 


Leadership Factors 


VERY reader of this magazine, we 
very genuinely believe, aspires to 
leadership. Therefore, a resumé of 

an address given by Colonel Leonard P. 
Ayres at the recent University Day 
exercises of the University of Buffalo, 
supplied by Luther K. Watkins, C.P.A., 
and reproduced herewith, will be of in- 
terest. Mr. Watkins attended the 
exercises by reason of the graduation 
from the University of Buffalo of his 
son, Donald Watkins. The resumé is as 
follows: 


DINING ~ DANCING ~» ENTERTAINMENT > 
PROMINENT SPEAKERS 


6.30 pém. t6. 12-30 a.m: 


laid. On’ the - 


SATURDAY EVENING, APRIL 18, 1925 


AT 


RAUSCHER’S | 


April 


‘At the annual University Day exer- 
cises of the University of Buffalo held 
this morning, I listened to a very inter- 
esting address on ‘Controlling Factors 
in the Exercise of Leadership’ by Col. 
Leonard P. Ayres of Cleveland, who was. 
Chief Statistician, if I have his title right, 
of the War Department during the War, 
Chief Statistician of the Peace Com- 
mission in Paris, and recently economical 
expert of the Dawes’ Commission, now 
Vice-President, I believe, of the Cleve- 
land Trust Company. 


“He gave some interesting analyses of 
qualities of leadership ‘possessed by 
President Wilson, by Secretary Baker, 
Herbert Hoover, General March, General 
Pershing, Charles M. Schwab, and 
others. 

“You may be interested in his state- 
ment of the factors of leadership pos- 
sessed in common by all of these in- 
dividuals. He named four: 

First —Knowledge of the particular 
field in which the leader 
was active. 

Second—Courage 

Third —Activity 

Fourth—A quality for which our 
language possesses no single 
word, but which is called 
in Spanish by name, ‘The 
Gift of People.’ 

“He defined this last quality as the 
ability to influence the action of others 
—talent for human relationships—social 
skill; and stated that it was fundamen- 
tally necessary, in his opinion, to see 
things from the point of view of others, 
and to bring others to the leader’s point 
of view. 


“He stated that the exercise of this 
last quality largely depended on the 
ability to speak and to write, ability to 
express one’s thoughts in clear language.”’ 
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An Examination of the Federal Income Tax Laws 


in Particular Reference to Record Keeping 


Paper read before the Detroit Chapter of the National Association of Cost Accountants by 
| Richard Fitz-Gerald, Pace Institute, 1907 


The relation of the federal income tax laws to 
record keeping is an important subject, but one 
rarely discussed. The consideration of this 


subject which follows, by Richard Fitz-Gerald, 
C.P.A., will therefore be of interest to account- 
ancy students and to accountants generally. 


Mr. Fitz-Gerald is manager of the Detroit office 
of Lybrand, Ross Bros. & Montgomery, and the 
article is reproduced from the. March issue of 
L., R. B. & M’s. Journal. The article was pre- 
pared as a paper and was read before the Detroit 
Chapter of the National Association of Cost 
Accountants.—THE EDITOR. 


PROPOSE first to examine the statutes, law, 


I records and books of account and then to 
proceed to what you will undoubtedly consider 
more interesting and important features. The 
time at my disposal is brief, and I intend to touch 
only on the more outstanding points and in the 
briefest manner possible. . 


Records—Requirements of the Law 


The provisions of the law regarding records and 
accounts are indefinite and the Treasury regulations 
inconclusive. The Acts of 1918, 1921, and 1924 
and the administrative regulations accompanying 
these statutes are alike in this respect. The 1917 
law and previous acts make scant, if any, reference 
to accounting procedure or methods. . 

Section 212 (b) of the 1924 Act has this provision: 


“The net income shall be computed in ac- 
cordance with the method of accounting regularly employed 
in keeping the books of such taxpayer; but if no such method 
of accounting has been so employed, or if the method em- 
ployed does not clearly reflect the income, the computation 
shall be made in accordance with such method as in the 
opinion of the Commissioner does clearly reflect the income 

73 


Apparently the Commissioner is given power to 
reject the results shown by the accounting pro- 
cedure of the taxpayer but is not authorized to 
require the adoption of a different or any account- 
ing system. 


and regulations for requirements in; regard to 


In other words, he may require the taxpayer to 
prepare the tax return on a basis different from the 
books of account, but he may not require him to 
change his accounting methods. 

Article 24 of Regulations 65 has this provision: 


“Art. 24. Methods of accounting. It is recognized 
that no uniform method of accounting can be prescribed for 
all taxpayers, and the law contemplates that each taxpayer 
shall adopt such forms and systems of accounting as are in 
his judgment best suited to his purpose. Each taxpayer is 
required by law to make a return of his true income. He 
must,, therefore, maintain such accounting records as will 
enable him to do so. nap 


It is evident that the Treasury considers tax- 
payers morally, if not legally, bound to maintain 
accurate and adequate accounting systems, as 
witness the statement: 


" Each taxpayer is required by law to make a 


return of his true income. He must, therefore, maintain 
such accounting records as will enable him to do so.”’ Art. 24, 
Reg. 65. 


Section 1002 (a) of the Act of 1924 has the 
following provision: 


“Sec. 1002. (a) Every person liable to any tax imposed 
by this Act, or for the collection thereof, shall keep such 
records, render under oath such statements, make such 
returns, and comply with such rules and regulations, as the 
Commissioner, with the approval of the Secretary, may 
from time to time prescribe.”’ , ’ 


Article 1321 of Regulations 65 has this to say in 
regard to the foregoing provision of the law: 


**. ,. . As an aid in assessing and collecting the tax 
the Commissioner may require any person liable to tax to 
keep specific records, render under oath such statements and 
returns, and comply with such rules and regulations as the 
Commissioner with the approval of the Secretary may pre- 
scribe. In accordance with this provision, every taxpayer 
carrying on the business of producing, manufacturing, pur- 
chasing, or selling any commodities or merchandies, except 
the business of growing and selling products of the soil, 
shall for the purpose of determining the amount of income 
under the Revenue Act of 1924 keep such permanent books 
of account or records, including inventories, as are necessary 
to establish the amount of gross income and deductions, 
credits, and other information required by an income tax 
Pert or’ Too. ase 

This is substantially everything of importance 
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the law and the regulations contain in regard to 
records and books of account. 

It might appear from Section 1002 (a) that the 
Commissioner has absolute power to require the 
taxpayer to keep such records and maintain such 
an accounting system as the Commissioner may 
prescribe. This is, however, not so in the opinion 
of this writer for the following reasons: 

First, under the legal rules of interpretation, 
statutes must be read as a whole. Reading Sec- 
tions 212 (b) and 1002 (a) as well as other pertinent 
provisions of the statute together, it becomes 
evident that Congress intended to clothe the 
Commissioner’ with full powers to adopt any 
method of computation he saw fit in arriving at 
the taxable income of a taxpayer and that it did 
not intend that he should meddle beyond this in 
the taxpayer’s business. 

Second, no penalty is imposed for the violation 
of Section 1002 (a). If this were intended to be a 
mandatory provision, it, is inconceivable that 
Congress would have failed to provide a penalty 
for its violation. The penal provision in Section 
1017 (a) applies only where it can be shown that 
records were deliberately not kept for the purpose 
of evading the tax; and, under the rules of criminal 
procedure, it would be difficult if not impossible to 
enforce this provision. I venture to say that no 
attempt has ever been made or ever will be made 
to enforce it for such a cause. 

Third, there is a constitutional question as to 
whether Congress has the power to provide a 
penalty for a blanket offense, the nature of which 
is to be described in detail by an officer of the 
executive department of the government. This 
is a delegation of a legislative function to the 
executive department, a power Congress does not 
possess. 

Fourth and final, the Commissioner has full 
right of examination of records, papers, books of 
account and documents and of individuals under 
oath and has absolute power of assessment. The 
taxpayer has the burden of proof and may resort 
to the courts only after he has paid the full amount 
of the tax assessed. 

The courts have consistently held that books of 
account and records are in themselves only pre- 
sumptive evidence of taxable income, as witness 
the following decisions: 

““A system of bookkeeping will not justify the government 
in claiming taxes, nor will it justify the taxpayer in claiming 
exemption from taxation. ‘The facts must control.’’ (South- 
ern Pacific Railroad Co. vs. Muenter, et al., 260 Fed. 837.) 
Dec., 1919, Cum. Bull., p. 216. 

“The only thing done was to put upon the company’s 
books an expression of expert opinion that certain property 
was worth a certain sum, and this can hardly be said to be 
income, or even gain, in any proper sense. The company 
could not become either richer or poorer by making a few 
book entries that merely recorded a new estimate of how 


much it was worth.’’ (Baldwin Locomotive Works vs. 
McCoach, 221 Fed. 59.) 

“Such books are no more than evidential, being neither 
indispensable nor conclusive. The decision must rest upon 
the actual facts, which in the present case are not in dispute.” 
(Doyle vs. Mitchell Bro-. Co., 247 U..S. 179.) In the court 
below (Mitchell Bros. Co. vs. Doyle, 225 Fed. 437) the court 
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said: ‘““Mere bookkeeping entries cannot preclude the Govern- 
ment from collecting its revenues, nor are such entries con- 
clusive upon the taxpayer, The bookkeeper creates 
nothing, his methods, figures, and records must yield to 
proven and established facts.” 

“The net income of a corporation subject to the excise 
tax is not to be determined by bookkeeping facts, but by real 
facts.”? (U. S. vs. Guggenheim Exploration Co., 238 Fed. 
a 

one d cisions under the Excise Tax Law and under the 
Income Tax Law are uniform to the effect that the govern- 
ment cannot base a claim for taxes on m re bookkeeping.” 
(Forty Fort Coal Co. vs. Kirkendall, 233 Fed. 704.) 


It would, therefore, seem that neither the Con- 
gress, the courts, nor the Treasury Department are 
showing a disposition to regard accounts and 
records as the one conclusive medium through 
which taxable income may be determined. While 
this is unfortunate, it is nevertheless true that the 


income tax laws and Treasury regulations are in — 


the main sound from an accounting standpoint, 
and as time goes on must so profoundly affect 
accounting methods and practice as to give rise 
to a condition where on all sides people will, in 
full reliance, predicate action on accountants’ 
reports. 


Right of Examination 


It should be noted that the taxpayer is fully 
protected against constant and annoying super- 
vision and scrutiny of his affairs by the Commis- 
sioner. The Treasury Department may examine 
a taxpayer’s accounts and tax returns only once 
for each year and may not make a reexamination 
unless requested to do so by the taxpayer or “‘unless 
the Commissioner, after investigation, notifies the 
taxpayer that an additional inspection is neces- 
sary.’’ Where fraud is shown to exist,the Treasury 


may reexamine without permission from the 


. taxpayer. 


Taxable Income 


Although the provisions of the law are not 
mandatory in regard to account keeping, it is 
prudent to keep a very complete, clear,and concise 
record of all transactions and of the data and pro- 
cesses employed in arriving at taxable income as 
disclosed in the tax return. . 

At the time the return is made up the data and 
computations are all clear and understandable, 
one has in mind the exact interpretation put on 
each item and his reasons for doing certain things 
in a certain way; but two or three years later when 
explanations are to be made to a revenue agent, 
relying on memory alone one is quite likely to 
suffer the embarrassment of a difficult situation, 


as the taxpayer has the burden of proof and must | 


show that his figures are correct. 
Cash vs. 


Accrual Method: Taxable income 


may be computed on either a cash basis or on an 


accrual basis, except that in the case of merchandis- 
ing and manufacturing businesses the use of inven- 
tories is mandatory. Under the accrual method 


there is no fixed rule as to how such items as unex- 


pired insurance premiums, expenses paid in 
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OMETIMES a problem arises in accounting 
of which the following is an example: 


“Mr. A desires to borrow $5000.00. He is prepared to pay 
it off by making a payment of $500.00 per month, which 
amount is to include interest. How many payments will he 
be required to make before he has paid back the sum loaned 
him plus interest, the rate being 4% per month?” 


It will be seen at once that the number of periods 
will be slightly more than ten, since the amount 
of the interest involved is comparatively small. 
Usually the number of periods is much greater, 
perhaps fifty or sixty or more. In this particular 
case, the number of periods has been purposely 
made small in order that the proof of the answer 
subsequently made, may have a small number of 
computations. The mathematical formula for the 
solution is the same no matter whether the number 
of periods is ten or one hundred. 

Problems of this nature are found in connection 
with instalment sale contracts, especially with 
respect to real estate, automobiles, pianos, and the 
like. In one class of these contracts, there is 
usually a certain amount paid on account at the 
beginning and then a fixed portion of the principal 
is paid off periodically, usually monthly, plus 
interest on the balance of the principal. The 
number of periods involved in this class of con- 
tracts is merely a matter of arithmetic, ascertained 
by dividing the principal unpaid at the beginning 
by the periodical partial payment made on the 
balance. The second class of contracts stipulate 
a certain amount paid down at the outset, the 
balance to be paid off by equal periodical instal- 
ments, including interest. It is this class of con- 
tracts of which an example was given at the be- 
ginning of this article, although in this particular 
example reference is made to a loan instead of to 
an instalment sale contract. The principle in- 
volved, however, is the same in either case. 


The solution of the example cited is as follows: 


Let A = the periodical payment (or an- 
nuity) 
Let P.W.A. = the present worth of the series 


of payments 


Let n = the number of payments 
and Let r = the rate of interest per period. 
1 
4G 2 
Meee yA = Ss) 


ft 


In this particular case, 
P.W.A. = $5000.00 


A = $500.00 
r = 4G or .005 


A Problem in Annuities 


By Leroy L. Perrine, Ph.B., B.C.S., C.P.A. (N. Y.), Pace graduate, member of the American 
Institute of Accountants, with Haskins & Sells, Los Angeles. 


Substituting these values in the formula, we 
obtain 
1 
eatn __s0o(1 “ cou) 
aT OOS | 
whence 25 = 500{1 — a) 
1.005" 
t 
het 8 TTC 
1 
ati MRT OSE 
1 
eps 1.005” 


Taking the logarithm of both sides, we obtain 
log .95 = log 1 — n (log 1.005) 


whence hem .022,276,395 =Q — .002,166,062 n 
4 = 022,276,395 
-002,166,062 
n = 10.284 


Proof of the correctness of this result is shown 
in the following table: 


Balance at Interest Payment Amortization Balances 

; Beginning during Period at End of during at End of 
Period of Period at 4% Period Period Period 

1 $5,000.00 $25.00 $500 00 $475.00 $4,525.00 

2 4,525.00 22.63 500.00 477.37 4,047.63 

3 4,047.63 20.24 500 00 479.76 3,567.87 

4 3,567.87 17.84 500 00 482.16 3,085.71 

5 3,085.71 15.43 500.00 484.57 2,601.14 

6 2,601.14 13.01 500 00 486.99 2,114.15 

7 2,114.15 10.57 500.00 489 43 1,624 72 

8 1,624.72 8.12 500 00 491.88 1,132. 84 

9 1,132.84 5.66 500.00 494 34 638.50 

10 638.50 3.19 500.00 496 81 141.69 

284 141.69 .20 142.00 141.80 op fF | 


Italicized figure indicates a slight overpayment of eleven cents. 


The last payment as indicated in the period column as 284 is only a partial period 
payment. This figure plus 10 or the number of full payments indicates that 10.284 
payments were made and is the same as that stated above for n. 


The necessity for solving the algebraical formula 
may be avoided if proper annuity tables are at 
hand. Unfortunately very few of these tables 
contain statistics based on periodical rates lower 
than 1%. In the example given above the 
periodical rate was 14%. 

Let us assume that this rate was 3% instead of 
16% and that the other facts remain the same. A 
present worth of $5000.00 and an annuity of $500.00 
is in the same proportion as the present worth of 
$10.00 and an annuity of $1.00. Consulting a 
table showing the present worth of $1.00 at the 
end of each period we find that the present worth 
for twelve periods at 3% per period is $9.9540. 
Hence we can easily see from this table that the 
answer which we desire is slightly over twelve 
periods. The result computed by the algebraic 
formula given above is 12.067 periods. 
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Thoughts on Sentence Construction 


By Edward. Talvensaari, Graduate of Pace Institute, New York 


HE ability to combine words into unified, 

coherent, and forceful sentences is essential 

to the clear and precise expression of one’s 
thoughts. This ability is fully as essential to 
proper expression in English as the possession of a 
large vocabulary. In this article, the purpose is to 
discuss, in the interest of better English, a few 
phases of this important subject. 


Individual words are the smallest unit in the 
construction of sentences. Words, however, must 
be combined to make complete sentences. These 
word combinations include independent and de- 
pendent clauses and phrases of various types. 
The simplest complete sentence must contain an 
independent clause, which, in turn, must contain a 
subject and a predicate; as, John writes. Inas- 
much as a subject and a predicate are necessary 
in every complete sentence, the most important 
words of a sentence should usually be included in 
the subject and the predicate; and. inasmuch as 
each sentence must contain at least an independent 
clause, the most important idea to be expressed in 
a sentence should be stated in the independent 
clause. 

A writer or speaker, in expressing his thoughts, 
has certain main ideas that he wishes to stress and 
ideas of less importance that he wishes to mention 
incidentally. The main ideas should be expressed, 
as a rule, in independent clauses; and the subordi- 
nate ideas should be expressed in dependent clauses 
or in phrases. 

Suppose, for example, that you have the follow- 
ing ideas in respect to a person in mind: that his 
name is John Brown, that he is twenty years old, 
and that he is a student at Pace Institute. Sup- 
pose, further, you wish to state particularly that 
John Brown is a student at Pace Institute and 
incidentally that he is twenty years old. One 
way of accomplishing this result is by stating the 
main idea—that John Brown is a student at Pace 
Institute—in an independent clause, and by stating 
the idea of less importance—that John Brown is 
twenty years old—in a relative clause. The 
sentence so constructed would read as follows: 

John Brown, who is twenty years old, is a student 
at Pace Institute. 


Suppose, however, that you wish to state particu- 
larly that John Brown is twenty years old and 
incidentally that he is a student at Pace Institute. 
In this instance, the fact that John Brown is 
twenty years old might be expressed in an inde- 
pendent ciause, and the fact that he is a student 
at Pace Institute in a relative clause. The sentence 
would read as follows: 


john Brown, who is a student at Pace Institute, 
is twenty years old. 


Suppose, further, that you consider both the fact 
that John Brown is twenty years old and the fact 
that he is a student at Pace Institute equally 
important. In this event, the two ideas should be 
expressed in such a way that they will have 
equally important positions in the sentence. 
This can be accomplished by including the ideas. 
in a compound predicate. The sentence so con- 
structed would read as follows: 


John Brown is twenty years old and i is a student 
at Pace Institute. 


Suppose, as a further illustration, that you wish 
to state in a single sentence that Mr. Smith has 
gone on a hunting trip and that a number of his: 
friends have gone with him. If your purpose is to 
inform principally that Mr. Smith has gone on a 
hunting trip, and incidentally that a number of. 
his friends have gone with him, your sentence 
could be constructed as follows: 


Mr. Smith, together with a number of his friends, 
has gone on a hunting trip. 


If, however, you wish to emphasize the fact. 
that both Mr. Smith and a number of his friends. 
have gone on a hunting trip, the sentence should 
be so constructed that Mr. Smith and his friends 
will have equally important positions in the sen- 
tence. In this instance, this could be accomplished. 
by making the subject of the sentence compound. 
The sentence follows: 


Mr. Smith and a number of his friends ace gone 
on a hunting trip. 


In the first sentence that follows, note that stress. 
is laid on the letter of the editor and that the reply 
of the attorney general is mentioned incidentally. 
In the second sentence, both the letter of the editor 
and that of the attorney general are made equally 
important. The sentences follow: 


The letter of the editor, together with the reply 
of the attorney general, is given hereinafter. 


The letter of the editor and the reply of the 
attorney general are given hereinafter. 


Note that in each of the two preceding illustra- 
tions the verb in the first sentence is singular and 
in the second sentence plural. This is in ac- 
cordance with the rule that a verb should agree 
with its subject in person and number.. 


Make sure that the subject of a sentence names 
the thing you are talking or writing about. In 
the following sentence, notice the lack of clearness 
because the term ‘‘book value,”’ the thing written 
about, is placed in a phrase following the word 
‘“‘determination,’’ which is the subject of the 
sentence, but’ which is not the thing written about. 


In the second sentence the defect is corrected. 
The sentences follow: 


—— a 
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The foregoing determination of the book value 


of the stock will also be its actual value if the 


balance sheet reflects existing financial condition. 

The book value of the stock, when determined 
in accordance with the foregoing, will also be its 
actual value if the balance sheet reflects existing 
financial condition. 


Avoid as much as possible the use of the expres- 
sions it is, there is, and there are in sentences. 
These expressions are commonly used to begin 
sentences, but they are frequently found within 
sentences. The use of these expressions is likely 
to make a sentence weak because usually an 
important idea is unnecessarily thrown into a 
subordinate position in the sentence. 


Weak: It is believed that the accounting records 
of a collector’s office will be of general interest to 


every accountant and student of business. 


Better: The accounting records of a collector’s 
office, we believe, will be of general interest to every 
accountant and student of business. 


Weak: As previously explained, there are 
thousands of remittances received which can not 
be identified and posted to any definite account. 


Better: As previously explained, thousands of 
remittances are received that can not be identified 
and posted to any definite account. 


Weak: There are boys in the school who deserve 
the time and attention you are giving them. 


Better: In the school are boys who deserve the 
time and the attention you are giving them. 


Better: Many boys in the school deserve the 
time and the attention you are giving to them. 


Weak: If there is anything I can do for you, 
kindly let me know. 


Better: If I can do anything for you, kindly let 
me know. 


Better: Let me know if I can do anything for 
you. : 


Weak: There are many technical phases of ac- 
countancy that are of interest to special groups. 


Better: Many technical phases of accountancy 
are of interest to special groups. 


As a general rule, place modifying words, phrases, 
and clauses as near as possible to the words they 
modify. Unless this is done, the sentence is likely 
to be confusing and may convey a meaning en- 
tirely different from the one intended. The fol- 
lowing sentences will illustrate this principle of 
sentence construction: 


Bad: This distinction can be made without 
keeping many able accountants engaged in private 
employment outside the pale of professional 
accountancy. 


Better: This distinction can be made without 
keeping outside the pale of professional ac- 
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countancy many able accountants engaged in 
private employment. 


Bad: Would it be possible for you to visit our 
assembly Friday morning, January 17th, at 8:30, 
and talk to our boys and girls on the anniversary 
of Franklin’s birthday? 


Better: Would it be possible for you to visit 
our assembly and talk to our boys and girls at 
8:30 Friday morning, January 17th, the anniversary 
of Franklin’s birthday ? 


Bad: We have read your letter of recent date 
with a great deal of interest asking for prices 
on our goods. 


Better: We have read, with a great deal of 
interest, your letter of recent date asking for 
prices on our goods. 


If you have two or more ideas of a like nature and 
of about the same importance that you wish to 
express in a single sentence, express those ideas 
in clauses or in phrases of similar construction. 
Sentences so constructed can easily be followed, 
and the ideas will plainly stand out to the reader. 
This principle of sentence construction is called 
‘parallel construction.”? In the following sen- 
tences notice how much plainer the sentences con- 
structed in accordance with this principle are 
than the sentences not so constructed: 


Bad: As so many other organizations are pro- 
moting lecture and musical courses now, and 
because of the necessary increase of the cost of 
suitable lecture courses, I recommend discontinuing 


the practice of giving a lecture course annually. 


Better: Because so many other organizations 


-are promoting lecture and musical courses, and 


because the cost of such courses has increased 
greatly, I recommend that the practice of giving a 
lecture course annually be discontinued. 


Bad: The term “‘export procedures,’’ to one who 
has had no connection with the export trade 
would seem to portray a great many intricate 
problems and details; whereas, in reality, it means 
only an amplification of the ordinary domestic 
bookkeeping, together with some dealings in 
foreign exchange. 


Better: The term ‘‘export procedures,’ to one 
who has had no connection with the export trade, 
no doubt, would portray a great many intricate 
problems and details; whereas, the term, to one 
experienced in export trade, would portray only an 
amplification of the ordinary domestic procedures, 
together with some dealings in foreign exchange. 


In this article, only a few phases of sentence 
construction have been given. Many other mat- 
ters, such as pronouns and their antecedents, 
redundancy, the correct uses of the nominative 
and the objective cases, and the like, have not 
been considered. If, however, the suggestions 
given are followed, much will be accomplished 
in the construction of clear and precise sentences. 
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A big drive is now being made against the credit crook. The statements reproduced on this and the 
following page are reprinted from Letter-Bulletin 3 on Credit Frauds, printed and distributed by the 
Bureau of Public Affairs of the American Institute of Accountants, for which they were expressly pre- 


pared. These statements, prepared by eminent legal authori ties—one a Federal Judge, and the other a 
well known practitioner of lJaw—will be of particular interest to business men and accountants. Letter- 
Bulletin 3 is issued as a part of the campaign against credit criminals.—THE EDITOR. 


Fraud Due to Lack of Verification 


By Hon. J. W. Thompson, Judge of the United States District Court, Eastern District of Penn. 


class of financial crime known as credit frauds 

is based entirely upon my observation of 
cases tried before me in the Federal Courts. The 
acts which are ordinarily the basis of criminal pro- 
ceedings in a Federal Court are quite well defined 
~in the Bankruptcy Act as cause for refusing a dis- 
charge in bankruptcy where the bankrupt has 
“obtained money or property on credit upon a 
materially false statement in writing made by him 
to any person or his representative for the purpose 
of obtaining credit from such person.”’ 


A NY conclusions I have drawn concerning the 


In order to successfully prosecute one who has 
committed such act in a Federal Court, the offense 
charged must be one concerning which Congress 
has power to legislate and has under such power 
prohibited by statute. Recourse has, therefore, 
been had to the Act of Congress imposing fine or 
imprisonment or both upon ‘‘whoever having de- 
vised or intending to devise any scheme or artifice 
to defraud or for obtaining money or property by 
means of false or fraudulent pretenses, representa- 
tions, Or promises . . shall for the purpose of 
executing such scheme or artifice or attempting so 
to do”’ use the United States mails. 


It has been in prosecutions under that Act and in 
applications for discharge in bankruptcy that my 
opportunities of observation have arisen. The 
charge in such cases has ordinarily been the obtain- 
ing of credit by means of false financial statements 
concerning assets and liabilities, furnished to banks, 
manufacturers, wholesalers, or jobbers, in order to 
obtain credit by one who afterwards was petitioned 
into bankruptcy. It will be observed, however, 
that prosecution for the offense would be equally 
available if bankruptcy had not intervened pro- 
vided the mail was used in execution of the fradu- 
lent scheme. 


I think I am safe in saying that in all of such 
cases tried before me, where it has appeared that 
credit was extended upon the faith of false state- 
ments, over-estimating assets, and under-estimat- 
ing liabilities, the falsity of the statement might 
have been ascertained when the statement was 
received if the creditor had made even slight effort 
to ascertain the truth. In no instance which I have 
been able to recall was any attempt made to verify 
the facts by examination of books or by requiring 
trustworthy references concerning the financial 
standing, responsibility, or reputation for fair 
dealing of the applicant for credit. In some in- 
stances, it has appeared that the applicant had a 


rating with a mercantile agency to which he was 
not entitled and which he would not have had if 
the mercantile agency had made a painstaking and 
careful investigation. In some instances, however, 
it was shown that the defendant had assets sufficient 
to justify the extension of credit at the time the 
statement was made and the statement, therefore, 
was not itself false but was immediately followed 
by the disappearance of assets, and bankruptcy. 
The intention to defraud was, therefore, to be 
drawn from those facts closely following the ob- 
taining of merchandise or loans upon the faith of 
the financial statement furnished. It frequently 
occurs also that, before creditors can, through the 
process of the bankruptcy court, obtain access to 
the defendant’s books, they have been secreted or 
destroyed and the plea is then set up that no regular 
accounts have been kept. In other cases, the ac- 
counts themselves are falsified with the intent that 
bankruptcy shall shortly follow. 


It would seem superfluous to suggest to ac- 
countants that frauds perpetrated through credits 
obtained upon false financial statements could 
readily be diminished or perhaps entirely avoided 
if, before extension of credit based upon a financial 


statement, the bank or merchant required an — 


examination of the applicant’s books. -While that 
might not prevent the fraud if it was intended that 
it be perpetrated by diversion and concealment of 
assets, yet it would supply evidence from which the 
real condition of the defendant’s affairs at a given 
date could be proved in court. Knowledge by one 
contemplating fraud that the true condition of his 
affairs at a certain date would be readily susceptible 
of proof through the testimony of those who had 
audited his accounts, would, no doubt, deter an 
applicant for credit from proceeding further with 
his fraudulent purpose. 


I believe, however, that the desire to avoid 
losing.a customer or to obtain a new customer and 
making a sale in the active competition between 
merchants is too frequently the cause of extending 
credit without due care to ascertain the true state 
of the applicant’s credit status. The attempted 
fraud induced by the cupidity of the intended 
purchaser would, in my opinion, have usually been 
fruitless, if the seller had restrained his desire to 
make a sale to an old customer or obtain a new one 
until he had used ordinary diligence in obtaining 
information of the buyer’s affairs. He could there- 
by save himself from the results of that lack of 
due care under the circumstances which is termed 
negligence. 


OO —_———— a Y 
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By Hon. Edgar Watkins, of Georgia Bar 


false conception, which he has been led to be- 

lieve is true, is fraud. Fraud is actual or con- 
structive, moral or legal, but such distinctions have 
no practical value, because neither the extent of 
the loss nor the civil remedy of the injured party is 
affected by the kind of fraud. Silence may, under 
some circumstances, constitute fraud, and an 
erroneous statement recklessly made for the pur- 
pose of causing action may be a legal fraud equally 
injurious to the person deceived as a deliberate 
falsehood. 

Credit is extended upon the expectation that the 
credit will be liquidated; and when representations 
or silence, when there is a duty to speak, arouse 
such expectation, when the truth would show no 
reasonable basis therefor, there is what may 
properly be designated as a “‘credit fraud.”’ 

This species of fraud, for which there are civil 
remedies and which frequently constitutes a viola- 
tion of a criminal statute, probably is more gener- 
ally indulged in by men in business than any other 


| area another to act to his injury ona 


kind. One of the chief causes of the prevalence of | 


this kind of fraud is the lack of moral understand- 
ing. It requires some ethical training to appreciate 
the fact that the failure to speak when it is known 
that silence will deceive to another’s hurt, is 
morally as reprehensible as an expressed untruth. 
Observation convinces me that many business men 
are guilty of credit frauds without fully compre- 
hending that what they are doing is immoral. 

The man who carries on his ledger and puts in 
statements on which he expects others to extend 
him credit, receivables at a valuation known to 
him to be excessive, frequently soothes his con- 
science with the notion that he possibly may 
collect the stated value. He who sees his business 
gradually tending towards insolvency, cherishes the 
hope that the tide may turn and intentionally 
withholds the facts when morally it is his duty to 


speak. Property is overvalued because an elastic 


conscience argues that value is an opinion based 
upon a demand which is not susceptible of measure- 
ment. It is rarely expected’ that contingent lia- 
bilities and accommodation indorsements are to 
result in loss and so their existence is concealed. 
These illustrations, typical of others that could be 
stated, might be called moral frauds, because they 
usually are not within the pale of the penal laws. 
There are, of course, many instances of frauds 
which are also crimes. That nothing should be 
concealed and that everything stated should be 


true in a property statement made as a basis for 


obtaining credit is but a truism. If the question of 
the existence of contingent liabilities is asked in 
such statement the answer must be true, otherwise 
there is fraud which may be punished as a crime. 
When a statement is made that particular property 
is owned, that no other tnan stated liabilities exist, 


the falsity of such statements may constitute a 
crime justifying a prosecution; but when opinions 
are expressed, even though the opinion is not 
believed to be correct, there is practical impossi- 
bility of any penal action, for the inner motives of 
a man’s soul cannot be known or proved. 


The prevention of credit frauds, and here as 
elsewhere I am stating the result of professional 
experience, is of two kinds. Primarily and of the 
greatest utility is the promotion of higher ethical 
standards. No business man and no lawyer with 
as much as twenty-five years’ experience but has 
seen striking improvement in business morals. The 
American Institute of Accountants, the National 
Association of Credit Men, the American, state and 
local bar associations and trade organizations have 
done much to raise the standards of business and 
of the legal profession. Codes of ethics have been 
promulgated and these arouse a moral complex 
which has its influence for good on members of 
such institutes, associations and organizations. A 
continuance of this work and an enlargement of 
the scope of these cooperative organizations will 
tend to lesseri the extent of that species of fraud 
which penal statutes cannot reach. 


There are species, however, the product of minds 
knowingly criminal. Deliberate false statements 
and conscious suppressions of truth when duty 
requires and the law demands that the whole truth 
be spoken can be reached only by the application 
of the criminal statutes. Here there is a positive 
duty of the injured party. He owes it to society to 
prosecute these kinds of fraud, even at personal 
loss to himself. The fraudulent bankrupt should 
not be permitted to obtain a discharge and the 
criminal should not go unpunished. 


Von Jhering, ‘‘Struggle for. Law, 
appropriately quoted. He says: 


93 


may here be 


“If I were called upon to pass judgment on the practical 
importance of the two principles: ‘Do no injustice,’ and: 
‘Suffer no injustice,’ I would say that the first rule was: 
Suffer no injustice, and the second; Do none! 

“The defense of one’s concrete legal rights, when these 
rights are attacked, is a duty of the individual whose rights 
have been invaded, not only to himself, but also to society. 

ae ae abel defending his legal right he, at the same time, 
defends the law, and in the law that public order which is 
indispensable, who can deny that, in defending them, he 
fulfils a duty to the commonwealth?” 

By teachings which will arouse inactive con- 
sciences and which will promote moral training 
much of what may find excuses for will be elimi- 
nated, and by vigorous prosecution and active op- 
position to the accomplishment of fraudulent 
schemes, the fear of punishment will lessen the 
commission of criminal frauds. 


Education of the conscience will lessen frauds 
which are committed by the weak and thoughtless, 
while the fear of punishment will restrain the 
knowingly criminal. 


Page 90 


PACE STUDENT 


May 


‘The Editor’s Letter Box 


will, we are sure, be interested in 

correspondence between Mr. Wil- 
liam J. Kenney, graduate of Pace Insti- 
tute, Boston, and Mr. Homer S. Pace. 
Mr. Kenney’s letter is as follows: 


ie suas of The Pace Student 


“TI have just completed reading, with 
much interest, in the February issue of 
The Pace Student. your instructive 
article ‘Will the Profession of Ac- 
countancy Becom: Overcrowded?’ 

“As one who is intensely interested 
in accountancy, both public and private 
practice, and who has a great desire for 
further enlightenment, may I venture 
to express my views on this subject? 
You ask the question, ‘Why is it difficult 
to obtain and hold supervising account- 
ants?’ My answer to this question is 
that there are two reasons: First, the 
profession has never been able, with 
few exceptions, to select the right men. 
Second, for the invaluable service ren- 
dered by an accountant, the. compensa- 
tion is much too small. With these 
reasons remedied, do you not believe 
the profession will always be well 
equipped? 


‘Being fully qualified in every manner, - 


the writer has been trying to enter the 
profession, but can not for no reason 
other than that my services might be 
too valuable to the interests of the 
profession.”’ 


In reply to the foregoing letter, Mr. 
Pace wrote as follows: 


“I imagine there is considerable truth 
in what you say that the profession of 
accountancy is not able to select the 
right men. Certainly many good men 
have been overlooked, and many misfits 
have been employed. On the whole, 
however, accountancy is doing pretty 
well'and is steadily developing in every 
community in the country. It is anew 
profession, and one must give it time. 

“With regard to the compensation 
being too small for the invaluable service 
rendered by the accountants, I am not 
clear whether you mean that the fees 
of the employing accountants or the 
salaries paid by employing accountants 
to their assistants are too small. As to 
fees, they range from very modest ones 
to very large ones. I noted recently 
that one practicing accountant made an 
income tax payment last year largely 
in excess of $100,000. Notwithstanding 
this, I happen to know that many of his 
employees are paid very liberal salaries. 

“So far as the matter of salaries paid 
to assistants in accountancy practice 
offices is concerned, they are more 
liberal, I believe, than the salaries paid 
to professional assistants in the other 
professions—much more so than in law 
and engineering. One must appraise 
rather highly the value of the training 
received by the assistant—there comes 
a time usually when this training pro- 
duces very satisfactory returns. 

“‘Many a man who is earning a con- 
siderable salary could ill afford to give 


it up for the purpose of taking a law 
course, a medical course, or an engineer- 
ing course with a view of engaging in 
practice after the completion of the 
course. He would have to consider the 
expenditures of time and money neces- 
sary to take his course and also the lean 
earning period that would necessarily 
come in the early years of his practice. 
‘In accountancy, a somewhat similar 
condition obtains with respect to going 
into practice, although the spread be- 
tween what one can earn as an assistant 
and what one can otherwise earn would 
not be as great as in any other profession. 
“The study of accountancy, however, 
has the great advantage that the pos- 
session of the knowledge usually aids 


one substantially in private employ- - 


ment, and it is not necessary for him 
to go into public practice in order to 
reap substantial dividends on his voca- 
tional investment. 

“After all, one can not travel two 
vocational roads at once. If one wants 
to be a lawyer or a physician or an ac- 
countant, he has to embark upon the 
particular profession. He should make 
the choice because he is determined to 
do the work, and he must be willing to 
accept whatever legitimately comes to 
him in the way of compensation for his 
professional services. If he is to be 
haunted and made unhappy by the 
feeling that he is losing income, he 
should not be in the profession.” 


HE following correspondence be- 

tween a former student of Pace 

Institute and Mr. Homer S. Pace 
will be of interest to many readers of 
The Pace Student who are interested 
in entering the public practice of ac- 
countancy: 


*T trust you will not think that I am 
taking unwarranted liberties in writing 
to you personally, but the subject of this 
letter is of vital importance to me. 

**You will find my name in the student 
records of Pace Institute as having com- 
pleted the courses in June, 1923. 

“Recently I applied for a position as 
junior accountant with one of the largest 
and best-known accountancy practice 
institutions in the country. In the 
course of the interview with their person- 
nel manager, I told him that I had com- 
pleted the Pace Course and had gradu- 
ated from a city high school, but that I 
hold no university degree. I was quite 
surprised when he informed me that, 
although a Pace man, I would be con- 
siderably at a disadvantage in the ac- 
countancy profession without a college 
diploma. He recommended that I 
matriculate into one of our colleges and 
obtain my B.C.S. if I wanted to make 
any progress in the profession. There- 
fore, I am writing to you to find out 
whether this gentleman expressed an 
actual existing fact, or whether it was 
merely his opinion and preference. If 
you agree that the additional expendi- 
ture of time and money that was sug- 


gested to me is necessary for success in 
this field, I am prepared to continue my 
education in this way, but I am natur- 
ally anxious to learn your views on the 
subject before I take any action. I 
should also like to know, in the event of 
my entering college, whether you would 
recommend my retainng a commercial 
position during this time, or whether it 
would be advisable for me to enter the 
service of a public accountant. 

“Tl hope that you will give this letter 
your consideration, and I assure you that 
I await your answer with very great 
interest and anticipation.’’ 


The Editor’s reply was as under: 


“Your letter of February 26th is 
received. The personnel manager to 
whom you refer was probably expressing 
his opinion, and you should appraise it 
for whatever you consider it to be worth. 
He, no doubt, was entirely sincere and 
expressed his own viewpoint. A few 
concerns in the United States employ 
only college men for positions of a certain 
type. The vast majority of employers 
impose no requirement of this sort—in 
fact, it would be quite impracticable for 
them to do so. 

‘‘Many hundreds of Pace graduates 
have attained prominence in acountancy 
and in business without having taken 
university courses. Still others have 
possessed general academic college train- 
ing, and not a few have taken a uni- 


versity evening course in accountancy | 


and business administration. I can re- 
call a considerable number who had 
taken such a course, and who had ob- 
tained the degree of B.C.S. before 
enrolling in the work of Pace Institute. 
A graduate of Pace Institute, no doubt, 
would obtain much additional informa- 
tion and many new viewpoints from 
taking such a course of study, and the 
same could be said with respect to the 
students who, after taking such a uni- 
versity evening course, have taken the 
work of Pace Institute. 

“In my personal judgment, it is not 
necessary for a graduate of Pace Insti- 
tute to take such a course, so far as 
preparation for the practice of accoun- 
tancy is concerned. I base this ‘judg- 
ment on the record of the vocational 
results achieved by thousands of students. 

“I am sorry that you have not com- 
pleted your work in the Institute. Full 
compliance with the requirements of the 
Institute and the possession of the 
graduation credential would make a 
considerable difference in your standing, 
and I think it is unfortunate for you to 
stop just short of obtaining a credential. 
You should remember that no examina- 
tion in accountancy given by any state 
or professional society is, on the whole, 
more comprehensive or rigorous than the 
one set by the Institute. A number of 
students who are in your position have 
not been willing to stand this rigorous 
test, and, of course, they naturally do 
not have the same standing as do our 
graduates.”’ 
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will, no doubt, be interested in 

correspondence that recently took 
place between an advanced student at 
Pace Institute, and Mr. Homer S. Pace. 
The inquiry was as follows: 


“1. I prefer the private practice of 
accountancy, but I was told by several 
persons that it would pay to work for 
‘the C.P.A. because organizations would 
give preference to the C.P.A. title in 
employing an accountant for private 
practice. My opinion is that by the 
time one has qualified for the C.P.A. 
certificate, he could have enough private 
practice of accountancy to be equally 
acceptable to the employing organiza- 
ton, if not preferable, since the private 
practice would be more in line with the 
work they want done. May I ask your 
opinion as to the best course to be taken 
by one preferring the private practice? 

**2. Does the three-year course answer 
as three of the five years’ practice re- 
quired for the C.P.A. certificate? 

“3. May the candidate for the C.P.A. 
certificate work under a C.P.A. who is 
working for a particular organization 
rather than for his own clients? In 
other words, would the candidate be 
working for the auditor or for the 
particular firm, and would such auditor’s 
work be called ‘actual practice?’ 

“4. If the candidate is employed by a 
firm of accountants, only one of the part- 
ners of which is a C.P.A., does that meet 
the requirement of working for a C.P.A.? 

‘“‘“Karly information on these matters 
would be greatly appreciated.” 


In reply to the foregoing letter, Mr. 
Pace wrote as follows: 

‘With regard to your first question: 
Many of our students, in fact, the 
majority, do not enter the public practice 
of accountancy. They take the course 
for the purpose of preparing themselves 
for the work of the executive accountant 
in private employment, and many 
thousands of them have advanced into 
positions of responsibility and large 
remuneration without obtaining the 
certificate of certified public accountant. 
The way is still open, and there is no 
reason, so far as I know, why you should 
not stay in private employment. Five 
years’ experience in public practice 
enables one to acquire experience and a 
breadth of view that one can not ordinar- 
ily obtain in business employment. The 
possession of such experience enables 
one to choose, on the basis of having a 
great deal of information, between pub- 
lic practice and private employment. 
These advantages lead many young men 
into public practice. The choice of the 
vocational roads is a matter of personal 
choice and if you prefer business em- 
ployment, and you have immediate 
opportunities that are favorable, there 
is no vital reason why you should travel 
by way of the C.P.A. route. 


‘“With regard to your second question: 
I have seen no ruling with respect to 
whether or not study at Pace Institute 
is accepted in lieu of practical experience. 
My impression is that it would not be 
accepted; because Pace Institute is a 
private school without degree-granting 


RR wit, no of The Pace Student 


PACE STUDENT 


powers or other academic rating. The 
matter seems to be one of importance, 
but, in fact, in my judgment, it is of 
little practical consequence. Any prac- 
ticing accountant will tell you that five 
years’ experience is the minimum time 
in which you can qualify acceptably for 
the performance of the work of a senior 
accountant. The C.P.A. certificate is 
of real value only when it is supported 
by the developed ability of the one who 
possesses it, and nothing short of the 
five years’ experience will build for you 
satisfactory ability. 

‘‘With regard to your third question: 
My impression is that it would not suffice 
for you to obtain experience under a 
certified public accountant who is work- 
ing as a controller, auditor, or other 
employee of a business organization. 
Experience must be in public practice 
of accountancy. 

‘With regard to your fourth question: 
My impression is that if you were 
employed by a firm of accountants in 
which only one of the partners was a 
certified public accountant, the certifi- 
cate of the certified public accountant 
that you had been under his supervision 
and direction would answer the require- 
ment. In any event, I have often given 
acceptable certificates to my own as- 
sistants, notwithstanding the fact that 
my brother Charles A. Pace is a member 
of our firm although he is a lawyer and 
not a certified public accountant. 


“Clear up your problem by deciding, 
first, whether you want to become a 
public accountant or develop as an exec- 
utive accountant in private employment. 
If you want to become a public account- 
ant, seek employment with a reputable 
practicing accountant or firm of ac- 
countants, and square yourself away for 
at least five years’ experience. The 
matter of obtaining the C.P.A. certificate 
will then be an incident, and you will 
qualify in due time as a matter of course. 
If you want to stay in private employ- 
ment, disregard public practice and the 
matter of obtaining the certificate 
altogether and devote yourself energeti- 
cally to doing the things that will be of 
direct use to you in the line of work in 
which you find yourself placed.”’ 


taining to wholesale commodity and 

other price indices and to the work 
of the leaders in economic thought, 
between a Washington student of Pace 
Institute and Mr. Homer S. Pace, will 
be of interest to readers of The Pace 
Student. The letter received is as 
follows: 


“In my work with the Public Utilities 
of Washington I have very often been 
brought in contact with the Department 
of Labor wholesale commodity price 
indices, as well as the indices compiled 
by Babson, The Annalist, Dun, and 
Professor Irving Fisher. 

“You are no doubt aware of the value 
and importance of these economical 
studies; and of the use to which they 
were put in the past. As my work en- 
tails a study of the orders and opinions 
of the public service commissions all over 


OT following correspondence, per- 
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the United States, I find that the use of 
these indices by public utilities in the 
various states is becoming more wide- 
spread whenever the question of ‘fair 
value’ or replacement or reproduction 
cost is considered for rate-making 
purposes. A good New York example 
is the New York Telephone case, which 
you will find in Public Service Reports 
1923 B. In this case, the Telephone 
Company contended that a fair value for 
rate-making purposes would be the 
reproduction cost as at December 31,. 
1922. They took the valuation as found 
in 1914 as a par (100%) value. The 
additions and betterments made since 
that date were also put in par values by 
dividing them by the index figures: 
applicable to the year in which the addi- 
tions were made. The total thus ar- 
rived at (1914 value plus additions and. 
betterments to December 31, 1922), 
expressed in 1914 or par dollars, was. 
then appreciated to the value as ex- 
pressed by the index figure for 1922. 
The book value of the plant and equip- 
ment was thus appreciated by a consider- 
able amount. 

“T am not aware whether or not you 
include this subject in your accounting 
course, but, having heard one of your 
instructors. recently ridicule Professor 
Irving Fisher ‘and his 1914 prices,’ I 
assume that you do not. 

‘“‘My object in thus calling your atten- 
tion to these price indices is one of 
friendliness toward Pace Institute, to 
which I am deeply indebted through the 
kindness of your Mrs. Pollard.’’ 

In reply, Mr. Pace wrote as follows: 

“Tl appreciate your very good letter of 
February 23d. The responsible heads. 
of Pace Institute, and I presume all the 
members of the faculty as well, have a. 
high regard for economic research and 
for the leaders in economic thought. 
Professor Fisher is undoubtedly in the- 
latter class, and I personally have great 
regard for his opinions. 

“TI have personally had a good deal: 
to do with economic research and with. 
valuations. It may interest you to. 
know that A. B. Stickney did the. 
pioneer work with the American. 
Bankers’ Association and with many- 
state banking associations back in. 
1901-4, inclusive, by which the basis. 
was laid for the Federal Reserve legis- 
lation. As his assistant, I made the. 
study of foreign banking and of our. 
own system that led to the first bills. 
that were introduced in Congress on the 
subject, and which led ultimately to the- 
enactment of the present law. I also. 
was a co-worker with W. A. Somers in 
the valuation of real estate. As you. 
may know, Somers’ method was largely 
adopted in the valuation of New York - 
City real estate, which carries the highest 
values in the world, and the same: 
methods have been used in many other 
cities in the country. I tell you all this. 
in order to convince you that I am not 
only interested in matters of this kind 
generally, but that I have had very 
specific training in some of the most 
difficult problems with which economists: 
grapple. 
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“Of course, I do not accept all the 
ideas that are put out by the authorities 
you name—Babson, The Annalist, Dun, 
and Professor Irving Fisher. I could 
say the same if the list were extended 
to include fifty authorities. Every now 
and again an opinion is expressed that 
does not appeal to me, and once in a 
while one is propounded that I consider 
absurd. 

“T feel sure that the instructor whom 
you quoted was expressing a personal 
opinion if he commented on Professor 
Fisher, and I imagine that he was merely 
voicing his non-agreement with some 
particular opinion expressed by the 
authority named. I feel sure that no 
instructor would question Professor 
Fisher’s standing as an authority or 
that he would attempt to ridicule him. 

‘‘Prophecy, at best, is a difficult art. 
The thing we call value is merely a 
consensus of opinion with respect to the 
worth of something. Here we have two 
of the most elusive things in the world— 
future results and opinion, and it is 
little wonder that economists are not a 
unit in their views and that an occasional 
layman takes their economic tabloids 
with a grain of salt.’’ es 


HE following letter, written to a 

young man on the occasion of his 

graduation from college, by Mr. 
Homer S. Pace, will be of interest to 
many readers of this magazine: 


“IT congratulate you most heartily 
upon your graduation from the Univer- 
sity. It has been a big undertaking— 
an undertaking now happily and suc- 
cessfully concluded. For all time you 
are to be a ‘college man.’ This 
desirable status will bring you much 
favorable recognition, and it will impose 
upon you as well very definite responsi- 
bilities. 

“Far be it from me to lecture you. 
One gets a full measure of that in high 
school and in college, as well as from 
one’s relatives and friends. Still, I 
desire to pass along to you one thought. 
It is this: If one acquires, by dint of his 
own effort and the help of his parents and 
of his college, a mental development that 
is above the average, the community is 
justified in expecting from him a work 
accomplishment that is also above the 
average. You should keep in mind, as 
a college man, this responsibility. 

“Tt will not be necessary for you to set 
the river afire, as the homely old saying 
has it, during the next year or two. 
You can best make progress by per- 
forming exceptionally well the common- 
place duties of the position in which you 
work. Somewhere down the line, how- 
ever, something worth while will present 
itself. When that time comes, if your 
college education has been properly 
supplemented by industry and proper 
habits of living, you will amply justify 
the time you have devoted to advanced 
academic study. 

“I have profound respect for your 
father’s capacity for clear thinking and 
for his breadth of view. He is a wise 
counselor. You will do well to talk 
over with him freely all your personal 
problems. A mother can contribute an 
intuitive counsel that is quite beyond 
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the power of the father. You are 
extremely fortunate in having both a 
father and a mother with whom you can 
work and play, and to whom you can 
go for counsel. 

“After all, in spite of my good inten- 
tions, it has been quite a lecture. 
Please accept it, with my very best 
good wishes, for what it may be worth.’’ 


Accurate Observation 


W people realize fully the varying 
abilities of people with respect to 
accurate observation. ‘It is often 

found, for example, in the event of an 
automobile accident, that the witnesses 
of the accident, testifying under oath, are 
not in accord as to the essential details, 
and often there are as many different 
versions as there are witnesses. Many 
people. with strong imaginations are 
likely to think that they saw things 
that did not occur, while at the other 
extreme will be found people whose 
observation is limited to one or a few 
things of a non-essential nature. Even 
in the absence of the excitement of an 
accident, the attention of people is 
ikely to be directed to those things 
with which they have great familiarity. 

An expert in horses will almost un- 
consciously make a critical observation 
of every horse that comes within his 
view, while the expert in automobiles 
will see many things with respect to a 
motor car that the less trained person 
will fail to see. The artist, in looking 
at the face of a person, will see high 
lights and shadows and many details 
that would be entirely overlooked by a 
person without the artist’s training. 
These specialized capacities for obser- 
vation are only partly a matter of 
natural ability and are, in the majority 
of instances, the result of education in 
the powers of observation in the particu- 
tar line of work. 

In business we find everywhere 
evidence of this special development of 
the power to observe with accuracy 
particular things. For example, great 
expertness is developed in the observa- 
tion and judgment of the quality of 
diamonds and other gems; the scaler of 
lumber develops the capacity for rapid 
and accurate judgment of lumber with 
respect to grades; the worker in iron and 
steel develops a capacity to judge the 
quality of the metals by the color during 
the process of heating; the railroad 
superintendent develops the capacity to 
judge accurately of track conditions; and 
so on in many lines of specialized effort. 

When we come to the more general 
judgments, however, those that have to 
do with the work of employees of many 
different classes, of the coordination of 
effort between departments and other 
divisions of work, of the movement of 
merchandise, products, and other busi- 
ness traffic, it is much rarer to find the 
capacity for ready and accurate obser- 
vation. There are relatively few people 
who can inspect a business or a depart- 
ment or the conduct of an organization 
and form accurate conclusions as to the 
efficiency of the work and as to deficien- 
cies and the means of remedying them. 
The problem is much more intricate 
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than the specialization to which reference 
was made, because of the great scope 
that must be covered and the lack of 
long and intensive training with respect 
to each one of the things that must be 
judged. 

Develop, as a prime requisite to 
business or accounting success, the 
habit of quick and accurate observation. 
Do not look without seeing—do not 
content yourself with general impres- 
sions. No amount of reasoning ability 
will suffice if it is exerted on the basis of 
incorrect facts. 


Reviewing the 
Receivables 


HE purpose underlying the audit of 

accounts receivable, as in the case 

of all other assets, is to ascertain 
that the client’s figures represent an 
existing asset, correctly stated and prop- 
erly valued. There are the further ob-. 
jects of finding out whether proper ac- 
counting theories have been used in 
setting up the asset, and whether the 
accounts have been free from manipula- 
tion during the period under review. 

The exact nature and extent of the 
verification may depend on a number of 
governing factors. One is the nature of 
the engagement. In a verification of 
assets and liabilities, or a balance sheet 
audit, as it is frequently called, the ob- 
jective probably would be simply a con- 
firmation of the figures shown by the 
client’s books to be due from others at 
the balance sheet date, having in mind 
the character of items which may be 
included under the caption. A more 
detailed audit, on the other hand, prob- 
ably would comprehend a review of the 
transactions for the period for evidences 
of manipulation and error. The sus- 
picions of the auditor, either precon- 
ceived or excited by incidents during the 
course of the engagement, would have 
considerable weight in arranging the 
audit program. Other factors may be 
the condition of the records, size and 
nature of the business, sales and collec- 
tion policies, system of internal check in 
force, etc. Above all, the needs and 
wishes of the client and his willingness to 
pay for a detailed audit are not to be lost 
sight of. 

Verification as to correctness of the 
client’s statement of receivables prob- 
ably is in most cases the main feature of 
the procedure. Perhaps the most satis- 
factory way to verify balances in cus- 
tomers’ accounts is by confirmation from 
the debtors direct to the auditor. This 
has been opposed by a number of ac- 
countants on the ground that most cus- 
tomers will disregard statements and 
requests for confirmation sent to them, 
and will be more likely to take the matter 
up with the client’s bookkeeper in case 
of a difference. A preponderance of rast 
experience, however, seems to have dem- 
onstrated the usefulness of the confirma- 
tion method in those cases to which it is 
applicable. It is almost certain to be 
laborious and expensive, however, and 
an understanding concerning its use 
should be had with the client before 
proceeding. 
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substantially all the stock of another 


corporation, affiliated returns may be 
filed. Corporations had the right of 
election to file either affiliated or indiv- 
idual returns for the year 1922, and they 
are bound by the election then exercised 
unless permission to change is secured 
from the Commissioner of Internal 
Revenue. The advantages or disad- 
vantages of affiliation are not so marked 
now as they were during the high tax 
years, nevertheless by affiliation the 
‘profits of one corporation may be offset 
against the losses of another and inter- 
company profits may be eliminated. 


Conclusion 


This is a somewhat fragmentary pres- 
entation of a very wide and detailed 
subject. I have attempted to touch on 
only the most important and outstand- 
ing features. In summing up I deplore 
the fact that so little reliance is placed 
on records and accounts by those who 
interpret and administer our laws. This 
is a condition which, in my opinion, 
business men, bankers, and accountants 
of a generation that has now practically 
passed away have brought upon us. In 
the developments of big industry and the 
transportation systems of this nation, 
accounts were at times prostituted and 
misused in the attempt to induce capital 
to invest in enterprises which, in some 
instances, were unsound, unsafe, and 
dishonest. The accountant ought to 
deal with facts, and accounts are arecord 
of facts. It is not surprising that when 
the accountant usurped the function of 
the publicity man and the accounts were 
perverted for use in the lying prospectus, 
public confidence in the accuracy and 
reliability of accounts and accountants 
‘became a little shaky. 

With the class of men that are now 
coming into accountancy the timeis not 
far distant—to a considerable extent it 
is already here—when taxpayers, through 
their accountants, will be able to secure, 
with the Treasury Department, agree- 
ments on questions of fact, leaving only 
questions of interpretation and law to 
be settled by negotiation or arbitration. 


Joseph L. Obermayer 
New Vice-President 
of American Trust 
Company 


7 IS early training was acquired as 
a public accountant, which gave 


him a broad knowledge of 
mercantile, manufacturing, and bank- 
‘ing operations.”’ Such is the comment 
of the Brooklyn Times in discussing 
the recent appointment of Joseph L. 
Obermayer to the post of vice-president 
of the American Trust Company. 

Mr. Obermayer is one of the younger 
men in banking circles and has been 
‘advanced to his new position from that 
of treasurer of the American Trust 
Company. He will continue as treas- 
urer. Prior to his affiliation with the 
American Trust Company he. was 
treasurer of the New York Title and 
Mortgage Company. 
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The Ability its Analyze 


E ability to analyze business con- 
ditions has a direct and important 
bearing on successful work in all the 

professional vocations. If we consider 
somewhat more specifically the more 
important of these vocations, particu- 
larly those related to business, it will be 
found that— 

The public accountant is employed, 
specifically, for the review and the 
analysis of business transactions and 
for the preparation of financial and 
related statements that can be used as 
a basis for judging of the results ‘of 
management and of the financial and 
other status of particular enterprises. 

The credit manager seeks to establish, 
by the analysis of facts obtained in 
statements and otherwise, the financial 
ability of prospective credit customers, 
particularly with reference to the 
probable ability of such customers to 
meet obligations that are to mature in 
the future, and to arrive at sound con- 
clusions with respect to the prosecution 
and settlement of claims. 

The lawyer who is called upon to 
work out plans of consolidation and 
merger and to form legal organizations; 
and who engages in the prosecution of 
claims, in the cross examination of 
witnesses, in the briefing of cases both 
in the prosecution and in the defense of 
suits that have their bases in disagree- 
ments with respect to commercial 
matters—in all of these things, and 


. others, the practicing attorney is called 


upon to analyze conditions and state- 
ments, and his work is greatly facilitated 
if he possesses ability to make these 
analyses with rapidity and certainty. 
The engineer who extends his activities 
beyond the strictly technical field and 
undertakes to solve the problems of 
organization and management must 
analyze many conditions that have their 
bases in human relations rather than in 
physics or chemistry. The technical 
schools throughout the country, recog- 
nizing the need of engineers for a broader 
grasp of business conditions, are extend- 
ing their courses of study to include ac- 
counting, finance, and management. 
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The business man who acts as an 
executive, either for himself or on behalf 
of others, finds it necessary during 
almost every hour of the business day 
to form judgments on the basis of ob- 
servation or reports of business condi- 
tions and of the results of executive 
action. Men must be employed or dis- 
missed, material must be bought or 
goods must be sold, advertising appro- 
priations must be considered for ap- 
proval or disapproval, new facilities 
must be rented or otherwise acquired, 
the addition of new lines of work must 
be considered, and many other matters 
must be taken up for executive considera- 
tion and action. It matters not whether 
the business man is working in retail 
trading, in wholesale merchandising, in 
manufacturing, in mining, in banking, in 
brokerage, in transportation, or in any 
one of the innumerable subdivisions of 
these major classifications of business. 
There is always the need for close obser- 
vation and for the accurate determina- 
tion of facts from financial and related 
statements and from oral and written 
reports of various kinds. 

Preparation for determining business 
and financial facts, both from observa- 
tion and from reports and statements of 
various kinds, therefore, becomes a 
matter of prime importance to those 
persons who are considering a business 
career or a professional career in any of 
those professions which have a direct re- 
lation to business. In an era of big 
organization and specialization, it is not 
sufficient to trust to haphazard acquisi- 
tion of such an important ability—it is 
necessary to consider ways and means 
of developing a dependable analytic 
ability that will help in the solution of 
the intricate problems that arise in 
modern business and organization. 

Accountancy study of the right sort 
develops the ability to sift and to sort 
facts of all kinds—to classify. This 
ability is the basis of analysis—with the 
facts of a proposition arranged in logical 
classification, their relation to one 
another can be seen and dependable 
judgments can be made. Developed 
analytic power is a tool of great value in 


_ any of the more important vocations of life. 


Study Accountancy at Pace 


—gquditors, controllers, and profession- 


al accountantsevérywhere give this advice to 


young men and women who seek business or accountancy train- 
ing and advancement — who demand the opportunity to develop and to earn. 


Is this advice of interest, of vocational value to you? 


Are you interested 


in the distinctive texts, the original teaching methods, the vocational codpera- 


tion of the Institute? 


graduates? If your answer is, “‘yes,’ 


Do you wish, to share in the prestige enjoyed by its 
’ enroll now in Accountancy and Busi- 


ness Administration—in a resident school class or in the Extension division 


(correspondence study). 


Write to the Institute for the booklet “Your Market Value” and the Institute 
PACE INSTITUTE 


bulletin. 


eNewavork 


Newark 


Washington 
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written by J. W .Evans, of Windsor, 

Ontario. At the Editor’s sugges- 
tion, J. Phillip Gass, a Pace Institute man 
and teacher, prepared, in response to 
Mr. Evans’ suggestion, the brief article 
that follows the letter. 


“T amastudent atthe Walsh Institute 
of Accountancy, Detroit, Semester ‘E,’ 
and I am writing to you at this time to 
say that I would like to see an article in 
The Pace Student on ‘The Wholesalers 
and Chain Stores Proposition.’ 


““Semester ‘E’ goes into the subject of 
Marketing and if you could have an 
article on the subject of wholesalers and 
chain stores inserted in your magazine I 
believe that it would be very interesting 
as this problem is quite a live one. 


“In the marketing of foodstuffs the 
condition often is that if the manu- 
facturer supplies the chain stores direct, 
there is a tendency for the wholesalers to 
object very strongly; on the other hand, 
the chain store is sometimes as strong 
in their objections. There have been 
a number of articles written on this sub- 
ject but it appears to me that those I 
have read have been written by persons 
either prejudiced one way or another. 


“T might say that I enjoy reading The 
Pace Student each month and believe 
that you are to be congratulated upon a 
paper of this nature issued in conjunc- 
tion with your course.’’ 


Many methods are used by the various 
types of organizations for the proper 
distribution of a product. In the food 
industry, as in many others, the com- 
mon method for distribution is to mer- 
chandise the product through a group of 
wholesalers strategically located, finan- 
cially sound, and ably equipped to render 
services to the retailer of the product. 
This insures a lower operating cost for 
the supplier with a consequent saving to 
the retailer and the consumer. The 
retailer in ordering direct from the manu- 
facturer would lose time in the replenish- 
ment of his stock and a delay in render- 
ing his services to the consumer. Despite 
arguments advanced to the contrary, 
the wholesaler still performs a valuable 
function in our present day methods of 
distribution. 


4 fies letter reproduced below was 


The manufacturer whose products are 
sold to a great number of users must 
distribute his product either by estab- 
lishing stockrooms or utilizing the 
facilities of the wholesaler. When the 
costs from maintaining stockrooms and 
otherwise are higher than the cost of 
distributing through wholesalers, the 
manufacturer naturally elects his dis- 
tribution through the wholesaler. An 
excessive cost of distribution is reflected 
in the price to the ultimate consumer 
and a high cost would mean a diminu- 
tion of distribution. 


It is only within the last twenty years 
that chain store organizations gained 
any impetus and the remarkable advance 


Chain S tore Procedure 
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of this type of organization is recent 
history. All of the larger chain stores 
to-day have a distribution which makes 
them a vital factor in the purchases of 
products required by them. Probably 
the greatest advantages enjoyed by them 
are the ability to buy merchandise in 
larger quantities and to apportion their 
overhead among many units, with a 
consequent saving to the consumer. 
This is not enjoyed by the smaller 
organizations buying through a middle- 
man and selling only in a limited area or 
in an individual store. 


Because of the many outlets enjoyed 
by the chain store organizations many 
manufacturers sell directly to such 
organizations and eliminate the whole- 
saler in their contact with the chain 
stores. Prices quoted to the chain store 
organizations are usually quite similar to 
prices quoted to wholesalers, so that the 
chain store organizations have a decided 
advantage over the smaller organiza- 
tions in purchasing; and the wholesaler 
has his activities curtailed considerably 
when direct points of contact are estab- 
lished between manufacturer and chain 
store organizations. 


The volume of business now done by 
chain store organizations indicates that 
the direct sale of merchandise to them 
by manufacturers weakens the whole- 
saler’s function considerably. In addi- 
tion, the growth of the chain store 
organizations has eliminated a number 
of the independent store operators and 
thereby further decreased the activities 
of the wholesaler. From an economic 
standpoint it is probable that the con- 
sumer benefits by direct contact between 
manufacturer and chain store organiza- 
tions. The elimination of the turn-over 
of merchandise in the hands of the whole- 
saler is reflected frequently in the differ- 
ence between prices charged by inde- 
pendent store operators and chain store 
operators. The wholesaler naturally 
objects very strongly to the direct sale 
by the manufacturer to the chain store 
organizations, but the buying power in 
most of the chain store organizations is 
so vast that the objections do not act 
as a barrier to the making of such con- 
tacts. , 


The tendency seems to be that manu- 
facturers will continue to deal direct 
with the chain store organizations, for 
in the final analysis the manufacturer 
seeks the largest distribution at the 
lowest cost. Distribution costs are a 
vital factor in the progress of a product 
from the manufacturer to the consumer, 
The means of decreasing or eliminating 
any of the costs involved in distribution 
is being studied to-day in many fields, 
and in this particular problem the ethics 
of selling directly by manufacturers to 
chain store organizations may well be 
subordinated to the greater issue of 
placing the product in the hands of the 
user more economically. 


Qualified 
People 
CHARTER 
MEMBERS 
Tae 
Pace Alumni 


Assocaition 
by signing 


The Articles of Association 
on or before September 19, 1925 . 


There are no dues. Write to 
the Secretary for additional 
information. 


F, M. Schaeberle, 
Executive Secretary, 


30 Church Street, 
New York 


The 
Pace Alumni 
Assocaition 
will Pet its 


NEXT REGULAR 
LUNCHEON 


im 


The 


Machinery Club 


of New York 
50 Church Street 


on 


Saturday, May 16, at 
1:30 o’clock 
Arrange to attend this 
luncheon—send your check 


to-day to F. M. Schaeberle, 
Executive Secretary. 


The charge is $1.65 


‘ 
——Ee ee eee a eS 


. 
| 
. 
: 
| 
j 


ee 


ee 


PACE STUDEN 


mali X 


New York, June, 1925 


No. 7 


Personality In Service 


by Daniel C. Roper, Commissioner of Internal Revenue during the Great War. 


Address delivered at the Annual Banquet of the Pace Club of Washington, April 18, 1925, 


EN and women are sometimes found in 

places for which apologies or explanations 

are necessary. I am sure, however, I 

voice the unanimous mind of this audience when 

I say we are all glad to be here and feel no need of 

apologizing for connection with the splendid work 
and history of Pace Institute. 

I shall not embarrass you by undertaking to 
ascertain those who have not enjoyed the privileges 
of this school. To do so would no doubt reveal a 
condition among us not unlike an experience some 
years ago at a summer resort when a prominent 
woman from Virginia was entertaining her neigh- 
bors at the resort. Her young daughter had heard 
the callers refer with pride to the fact that they 
were from Virginia. Finally, a lady came who did 
not refer to her place of birth. The child, whisper- 
ing to her parent, said, ‘‘Mother, may I ask her if 


. she is from Virginia?” To this the mother replied, 


“No, my child, for if she is from Virginia, she 
expects everybody to know it; and if she is not from 
Virginia, think how bad she must feel.’’ 

I wonder whether we all appreciate the fact that 
is responsible for the differing qualities of schools; 
I refer to that thing for the lack of which an institu- 
tion with good curriculum and good students 
remains commonplace; while another institution 
with no better facilities, but possessing the real 
asset, is more conspicuous in furnishing leaders in 
the community and service to humanity. The 
secret is generally found in one or more human 
beings who have a vision of the proper philosophy 
of life—an appealing personality with a construc- 
tive plan, a real interest in the success and happi- 
ness of people. Such a distinctive school is Pace 
Institute, made so by the character of its founders 
and the wise selection of their continuing associates. 
Through the operations of courses in accountancy 
and business administration, such instructors con- 
nect with and inspire elements of character, recog- 
nizing that men and women wisely prepared for 
life are the country’s greatest asset. 

Education has been variously defined; but it 
seems to me that, to reflecting people, no better 
definition can be given than that it is the training 


which enables one to get and to give more life and 
more happiness. ‘‘More life’? involves the enlarge- 
ment of vision, the appreciation and assumption of 
proper responsibilities for one’s character and in- 
fluence and happiness in the sphere in which he is 
to labor and to live. It impresses one. with the 
opportunity and responsibility which he has of 
making his community and his profession better by 
having been associated with it. For this purpose, 
there must be a combination of the mental, the 
moral, and the physical forces. The mind must be 
trained to think accurately, one’s approach to life’s 
problems made more sympathetic, and character 
fundamentally established. In the words of Wood- 
row Wilson, “‘the educated man is to be discovered 
by his point of view, by the temper of his mind, by 
his attitude toward life and his fair way of think- 
ing . he can combine ideas and see whither 


they lead. He is more apt to contribute light than 


heat to a discussion.”’ : 

Dr. Hopkins, President of Dartmouth College, 
recently stated that the alarming things about this 
generation are losg in the desire of people generally 
to think and their indisposition to work. The 
machine system has overtaken our minds. The 
desire is to follow a type and be just like other folks. 
This does not tend to produce leaders and is a 
cause for the scarcity of leaders. Our schools, like 
our factories, are producing ‘according to a type, 
turning out product on a commercial basis because 
it is less trouble and because our appreciation of 
the value of the individual under mass production 
tends to decrease with increase in numbers. 

It is individuality that has made us what we are. 
Decadence in leadership will certainly follow the 
disregard of the importance of the individual spirit 
and initiative in American life. 

There is a constant appeal for education endow- 
ments, and it is gratifying that there is an increas- 
ing flow of money into these channels; but we 
forget that we cannot buy substitutes for individu- 
ality. Men and women must invest themselves 
along with their money if society is to be kept 
secure and civilization safeguarded. It is not so 
much the money that counts in our investmenis as 
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it is that our unselfish personalities go with the 
effort. We need great leaders in thought and in 
morals in our schools if we would have great 
leaders in the community outside the schools. 
Whatever is necessary to attract and to hold such 
persons as educators, should be forthcoming from 
the public. 

The object of the professional school is to train 
the powers of its students for a special task. We 
probably could get along with fewer lawyers, and 
we might be able to live as long with fewer physi- 
cians; but we need many more accountants and 
business managers. Weneed more men and women 
able and willing to assist people to cope with their 
business problems. 

The life insurance companies tell us that only 
five out of every one hundred persons succeed in 
business. Certainly this small proportion of 
successful persons would be greatly increased if 
the principles of accountancy and business adminis- 
tration were more generally employed in investi- 
gating proposed new businesses and in conducting 
general business operations, both small and large. 
It is easy to believe that more men would be honest 
if they were saved from the meshes into which im- 
perfect knowledge of their business operations en- 
tangle them. More of us would fall in love with 
our work and thereby get more product and more 
happiness from our tasks. More of us would learn 
that happiness flows from the feeling that we have 
done the job right. We would discover the real 
meaning of the Scriptures when they assert that “it 
is more blessed to give than to receive.”’ 

Relatively few people are able to take care of 
themselves; and in every line of human endeavor, 
people are seeking help of those who can lose them- 
selves in service to others. Happiness is a by- 
product which is secured in the inverse ratio to the 
time we give primarily to seeking it. It comes like 
bread cast upon the water. ‘‘We live in deeds, not 
years; in thoughts, not breaths; in feelings, not in 
figures on a dial. We should count time by heart- 
throbs. He most lives who thinks most, feels the 
noblest, acts the best.”’ 

No one can realize satisfaction in his work if 
constantly tantalized by the fact that he is not 
getting a quid pro quo for his labor. He will 
create a more wholesome atmosphere for himself 
by training his thought with a view to giving more 
than he gets. Few employers begrudge a high 
wage if it is accompanied by a commensurate pro- 
duct and an interested and willing service. In our 
dealings in life, we must not be one-sided; it is a 
fifty-fifty program; there can be no compromise 
with honesty. This cooperative relationship among 
individuals is none the less important between the 
Government and its citizens. Our Government 
has become such a large partner in business that 
the transactions between the Government and its 
citizens should be made as near as possible a model. 

It is a source of gratification that the men who 
have been primarily charged with the exacting 
problem incident to the administration of our 
recent heavy internal revenue tax laws have had 
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this constructive attitude. We must not forget 
that a perfect tax law is probably unattainable, 
but that much of the hardship growing out of an 
imperfect law can be alleviated by a proper attitude 
in administration. The responsibility for the en- 
forcement of law under a form of government like 
ours must be distributed among all good citizens, 
realizing that the officers in charge are simply the 
representatives of the people functioning coopera- 
tively with them. 

Let us not forget that as much as we need more 
knowledge of how we should act, we are in greater 
need of conforming better to the knowledge that 
we have. The country is suffering far more from 
the failure of the people to do as well as they know 
how than from their failure to acquire more knowl- 
edge. I am far less disturbed over our “‘intel- 
lectual illiteracy’? than I am over our “moral il- 
literacy.”” We need a more sensitive regard for 
law enforcement and a keener regard for our 
responsibilities as citizens. ; 

In a country where the Government rests on the 
consent of the people, it is most important that the ~ 
confidence of the people in the good intentions of 
the Government toward them shall be safeguarded. 
It has required one hundred and fifty years to 
build the good-will that surrounds our Federal 
Flag. This great asset must be protected. At the 
root of the situation is honesty and integrity in 
public officials, faith in the sympathetic efforts of 
the Government to enact equitable laws and to 
administer such laws without favor to any indi- 
vidual group or section of the country. The 
citizens must be made to respect the law; and, in 
turn, the Government must manifest confidence in 
its citizens. The Government must be adminis- 
tered economically but not niggardly. Having. 
ascertained with care and approximate accuracy the . 
amount necessary to maintain the Government, the 
taxes to meet this budget should be levied and 
collected in accordance with the ability of the 
citizens to pay. 

The tax burdens under state and municipal 
governments are becoming even more grevious than 
those under the Federal Government. The country 
is suffering from wild local extravagances in spend- 
ing the people’s resources. Accountants can serve 
a valuable purpose here in analyzing and vividly 
presenting conditions in all tax fields. 

Unquestionably, there should be a better under- ~ 
standing between the Federal and the state govern- 
ments as to the objects to be taxed. By such an 
understanding, confusion would be reduced and 
double taxation, wherever possible, avoided. 

The local governments are now collecting a gas 
tax for road purposes. Why would it not be well 
for the Federal Government to withdraw from the 
field of automobile taxes, as well as from the field 
of other so-called miscellaneous taxes, and leave 
these to the state? 

I doubt whether the Federal Government is pre- 
pared to withdraw from the inheritance tax field 
or that it will be disposed to reduce such rates. On 
the contrary, it seems to me that the tendency is 


‘ 
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more likely to be toward discouraging the building 
of vast estates, especially if by so doing the income 
tax rates can be reduced and active business there- 
by encouraged. 

When the corporate and individual income tax 
rates are equalized, surtaxes can and should be re- 
duced. The important objective should be to 
ascertain what the actual needs of the Government 
economically administered are, and then see 
whether it is not possible to reduce the present 
normal and surtax rates. Furthermore, as in cus- 
toms duties, there is a point beyond which a rate 
reduces rather than increases tax income. While 
we may not have experimented enough yet to 
know what income tax rates are most productive, 
most persons will contend that the point is lower 
than existing rates. 

More important than this is the adjustment of 
the tax on corporations to a proper relation to the 
reduction already secured for individuals. 

The income tax on corporations has several 
purposes: 


1. To provide for the collection of the normal tax 
at the source. 

2. To tax to some extent the earnings of corpora- 
tions which are not distributed to the individual 
stockholders, but which are held for the cor- 
porations’ needs. 

3. To prevent entire escape from taxation of any 
earnings of the corporation which are retained 
by it for the purpose of preventing the imposi- 
tion of surtaxes upon its stockholders. 

The third of these cannot very well be considered, 
however, in connection with the determination of 
the normal income tax to be applied to corpora- 

tions, because there is a special provision of the 

_ statute, Section 220, which is in the nature of a 

penalty for such evasion and amounts to fifty per 

cent of the net income of a corporation whose 
earnings are withheld from the stockholders for 

. such purpose of evasion. 

Considering the first two reasons for a corporate 
tax, it seems that under them the normal income 
tax on corporations should bear some relation to 
the normal income tax on individuals. Granted 
that it should be higher than the normal tax on 
individuals, in order that effect may be given to 
the second of the above purposes, still there should 
be some relation between the two; and, as the 
normal tax on the individuals is reduced, the 
normal tax on corporations should be reduced. 

_ This is especially noteworthy when we consider 
that the stock of most large corporations is now 
widely distributed. It is probable that a very 
large percentage of the stockholders of the Pennsy]- 
vania Railroad Company are either free of personal 
income tax or fall within the two per cent bracket 
of the law. These individuals are, however, paying 
indirectly a twelve and one-half per cent tax on 
their entire net income from this source. When we 
consider that a married man, with no children, 
having an income of $50,000 pays, under the pre- 
sent law, a tax of only 12.19 percent of his income; 
Wwe can see the injustice to the holder of one 
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thousand shares of Pennsylvania Railroad Company 
stock who has an income of $3,000 per year on these 
shares, and who has no other income, in the re- 
quirement that he pay indirectly to the Government 
a tax of twelve and one-half per cent on his in- 
come. It would seem that the present twelve and 
one-half per cent tax.on corporations might now be 
reduced at least to ten per cent. 

Much is demanded of the persons charged with 
the problem of revising the Federal income tax 
laws to simplify and relieve administrative troubles. 
Many complications grow out of high rates, which 
would be relieved by the reduction of the rates and 
the repeal of miscellaneous taxes. Again, relief 
would be secured if we could avoid assessing the 
income tax against the net income of a single year. 

In other words, taking an arbitrary twelve- 
month period as a basis for determining taxable 
income is, in many cases, quite unjust. Probably 
no feature of the law has brought so many bitter 
complaints from taxpayers as the taxing in one 
year of fruits of many years of labor. We should 
adopt a plan that would endeavor to tax normal 
income or normal earning power instead of apply- 
ing arbitrary rates to the amount of income actually 
realized within a twelve-month period. This would 
have the further advantage of enabling the tax- 
payer to determine his tax liability for any year at 
the beginning of the year instead of having to wait 
until his books are closed at the end of the year. | 
This would enable him to make in advance provi- 
sion for meeting his obligations. It is easily con- 
ceivable that this practice contributestohonestyon 
the part of the taxpayer; whereas the one-year 
system of our country prompts the taxpayer to take 
every possible safeguard, and, in doing so, he is 
often tempted to withhold from the Government 
items which, under the law, are taxable income. 
The experience in this country is demonstrating 
the wisdom of Great Britain in eliminating from 
calculation of taxable income, capital gains and 
capital losses. 

Cooperation is needed as between Government 
administrative officials, legislators, taxpayers, and 
accountants if we would secure the objectives 
which our people seek and need in the revision of 
tax laws and in their safe-and sane administration. 
Probably no greater service can be rendered by any 
one of these groups of people than by the account- 
ant who keeps the taxpayer thoroughly informed 
of the status of his business and thereby contri- 
butes to his success, his honesty toward his fellows 
and toward his Government. 


What a wonderful advantage men and women 
have who have caught the vision of life’s oppor- 
tunities for cooperative constructive work! As in 
the radio world, good and bad suggestions are 
constantly passing through the air. It is the 
privilege of everyone to tune in and get what he 
most desires; but if he yearns to get and to give 
more life and more happiness, he will seek to tune 
in to those great forces which inspire men and 
women to give their best unselfishly to the con- 
structive program of life. 
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Property Records 


A graduation thesis prepared by Raymond W. Murphy; of Washington Pace Institute. 


Mr. Murphy has set forth in this article, in a 
clear and informative manner, the purposes and 
advantages of systematic property records. 
Income taxation and related questions of depre- 
ciation make this subject one of prime interest 
to accountants and business men.—The Editor. 


LARGE corporation, which may operate as 
many as a dozen plants, each of which may 
represent an investment of millions of dollars, 

is constantly in need of information, often in 
minute detail, with respect to its land, buildings, 
equipment, machinery, and the like. Such in- 
formation is made available only through the use 
of a highly developed set of property records. 
The system about to be explained is in use by such 
a corporation, manufacturing one principal product 
and several by-products under a _ continuous- 
process operating plan. Each plant as a unit 
consists of a great many buildings, each of which 
contains machinery or equipment; and the records 
were designed to render available at any time 
detailed information with respect to each and 
every building, and with respect to the machinery 
and equipment housed in each building, as well 
as the floor on which such machinery and equip- 
met is located. 


Purpose of Maintaining Such Records 


The reasons and advantages of records of this 
kind are many in large organizations; and in order 
that we may have a better understanding of them, 
let us consider them under four principal classifi- 
cations: 


1. The insurance feature.—Buildings are 
burned; sprinkler heads are melted, causing damage 
from water; damage may be done by storms; or any 
one of a dozen things might happen to cause loss. 
These records furnish reliable information upon 
which the determination may be made of amounts 
of insurance that should. be carried. The records 
would eliminate the possibility of carrying either 
too much or too little insurance. Should a building 
be destroyed by fire, the amount of money that 
might be collected from the insurance company is 
largely dependent upon the appraisers and claim 
adjusters of the insurance company. The duty of 
the insurance adjuster is to see that the claim is as 
small as possible; so suffice it to say that it is of 
distinct advantage to be able to show him the 
exact amount of the loss and to be able to produce 
a detail of each item to substantiate the claim. 
Plants of this type usually have blanket insurance 
policies, which cover the entire plant; and, in this 
case, a previously determined value of each build- 
ing, as well as its contents, is necessary. 

2. Income tax returns.—These returns must 
be made accurately, especially so when losses are 


taken due to the scrapping or other disposition 
of equipment. By means of adequate property 
records, a record is made available which cannot 
be questioned, and which facilitates the prepara- 
tion of accurate income tax returns. 

3. Depreciation rates.—The performance or 
useful life of a thing is the vital element in deter- 
mining rates at which depreciation should be 
charged off. Dates of acquisition, replacement, 
and the like are available, and full and complete 
facts, which may be used as a basis for determining 
depreciation rates to be used from time to time, are 
obtained with little difficulty. 


4. Capital investment:—For any one of a 
number of reasons, the exact amount of the 
capital investment in an organization may be 
desired; and, when it. is, it should be available. . 
The degree of accuracy with which this informa- 
tion is made available under the system described 
is remarkably high, as it should be in all cases. 
Unfortunately, in a great many organizations the 
accuracy may be questioned, due to the vast scope 
of the account classifications and the lack of 
detailed data. 


The Property Ledger 


With these four major points in mind, let us 
consider the records themselves. The first record 
is the property ledger, which is a loose-leaf ledger, 
an illustration of which is given in Form 1. Sum- 
mary postings are made to this record monthly. 
from the various books of original entry; and, when 
the books are closed at the end of each monthly 
period, the depreciation reserve columns are posted 
from the depreciation entries in the general journal. 
It will be observed that there is another advantage 
in having the depreciation reserves and the prop- - 
erty accounts to which they pertain on the same 
page. This affords ready reference for purposes 
of comparison or other uses. The totals of the 
three property account columns when added 
together give the total investment in real property 
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and in machinery and equipment. Land very 
rarely depreciates in value, unless it is mining or 
timber land; so no depreciation reserve column is 
shown for land. In preparing the balance sheet, 
the information with respect to both the asset 
accounts and the reserve for depreciation accounts 
is obtained from this record. If more classifications 
than are shown in the illustration are desirable, the 
record can easily be developed by adding as many 
‘More columns as may be necessary. 


The Buildings Record 


The property ledger acts as a control for a 
second record, the buildings record, in which is 
collected information with respect to buildings 
only. The total of the buildings column of the 
property ledger is made up of the detail shown 
on the buildings record, and the two should agree 
at all times; i.e., the total of the buildings column 
of the property ledger should agree with the 
total of the total column of the buildings record, 
the latter being a summarization of the building 
distribution. An example of the buildings record 
is illustrated in Form 2. The extent of the distribu- 
tion and the classifications of the distribution is by 
no means limited, but it is necessary that each 
plant use the same general procedure. This is 
made possible through the use of a standard classi- 
fication of property accounts, which is supple- 
mented by such additional instructions as are 
deemed necessary by the home office to give the 
plant accountant a more complete and compre- 
hensive understanding of the procedure. All post- 
ings of amounts that fall within the classification 
of building costs are made to this record in the 
total column, and are distributed, according to the 
nature of the items comprising the total amount, 
to the various columns shown. Again the con- 
trolling account feature is present, because the 
totals of the distribution columns should agree 
with the total of the total column. The accuracy 
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of the distribution, which shows the cost of the 
various elements which comprise the total cost of 
the buildings, can, therefore, be easily proved. 


The Machinery-Equipment Record 


The third record for consideration is very similar 
to the buildings record just described, inasmuch as 
it contains the detailed information that makes up 


_ the total of the machinery-equipment column in 


the property record itself. -Form 3 gives an 
illustration of the ruling of the machinery-equip- 
ment record. As in the case of the buildings 
record, the machinery-equipment record is con- 
trolled by the property ledger and merely 
serves the purpose of supplying necessary informa- 
tion in more detail than is available in the 
property ledger itself. Facts and figures collected 
and entered in these records form the bases of 
entries in the ledger to form the control. Attention 
is called to the fourth column of the record which 
is designated Floor. It will be recalled that 
mention has been made of the fact that information 
with respect to machinery and equipment and the 
like on each floor of each building is ascertainable. 
It is by reason of the floor designation on this record 
that this information is made available. The 
eighth column, which is Machine Number, 
enables one to make ready reference to individual 
machines for data on machine performance—data 
which is made from the next record to be con- 
sidered. The machine-number column also serves 
the purpose of linking up the cards for the in- 
dividual machines with the ledger, providing a 
complete correlation with the accounting records. 
In order to make the record as elastic as possible 
and to permit the use of the same rulings for the 
sheets used for many different buildings, no at- 
tempt is made to insert the headings for distribu- 
tion columns when the forms are printed. To do 
this would be impracticable as one building might 
contain entirely different classes of equipment 
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from another. For instance, one might contain 
motors, pumps, compressors, blowers, and the 
like; while another might contain cutting and 
wrapping machines, presses, tanks, tubs, and the 
like; and, with classifications running well into the 
hundreds over the entire plant, it is obviously 
necessary and wise to leave the spaces blank and 
fill them in with ink. The number of classifica- 
tions for a single building are not so numerous that 
they cannot be well taken care of on a single sheet, 
although it is sometimes necessary to insert a 
short sheet to provide sufficient columns. The 
total column of the machinery-equipment record 
controls a fourth record, which is one giving a 
complete history of each piece of machinery and 
equipment. 


Individual Equipment Card Record 


Form 4 illustrates a detailed property record. 
The record is in the form of cards, usually six by 
ten and one-half inches, a separate card being 
made out for each and every item of equipment. 
In the left-hand margin is shown the number of 
the plant, while the card proper begins with a 
description of the article and the purpose for which 
itis used. The card is divided into three sections, 
the first showing information relating to the cost 
of the article, the second showing depreciation 
data, and the third, a record of disposition. A 
column for freight and installation costs, which are 
kept separate from the other costs, is also provided. 
This is done because transfers are made between 
different plants of the organization, and the original 
freight and installation costs are not considered a 
proper charge against the receiving plant, but are 
absorbed as a loss by the shipping plant. When 
transfers are thus made, full details of cost and 
depreciation are given to the receiving plant, inorder 
that the balance of the cost might properly be 
written off by that plant. This eliminates the pos- 
sibility of over-charging or undercharging the 
amount of depreciation, provided no errors are made 
in transmitting information to the receiving plant. 
The date, annual percentage rate of depreciation, 
accrued amount of depreciation, and the depreci- 


PAC= STUDENT 


June 


ated value of the article is shown under the second 
subdivision, which serves as a source of information 
with respect to the depreciation of a particular 
piece of machinery or equipment. At the time of 
disposition, the depreciated value shown, together 
with sale price, is transferred to the third sub- 
division and the result of the disposition, whether 
it be profit or loss, is calculated and forms the basis 
of a journal entry. A space is also provided for 
general remarks, such as the reason for the dis- 
position, condition of the equipment at time of 
disposition, and the like. At the bottom of the 
card are spaces for showing the building, classifica- 
tion symbol, machine number, and floor location of 
the article. When these cards are properly placed 
in their visible record binders, the bottom portion 
of each card is the only part that is visible. Sixteen 
ring perforations are on the edge of each card; and 
the cards are placed in a binder in such a manner 
that the bottom of each card is visible for ready 
reference. 


Monthly Analysis 


At the end of each month, when the books have 
been closed, an analysis is made showing all changes. 
made in the plant accounts by virtue of additions 
or deductions. This analysis is made for two pur- 
poses: First, a copy is forwarded to the home office. 
This explains in detail the change as shown on the 
monthly branch balance sheet and also shows any 
charges due to disposition that might have been 


- closed out through profit and loss. Second, it forms 


the basis from which the individual cards are made 
up. A special form has been made up for this 
analysis, as illustrated in Form 5. This record is 
usually twelve by sixteen inches; and, when the 
individual cards have been made up, they are 
placed in another ring binder as a permanent 
record. 


Transfer between Plants 


The matter of transfers between different plants, — 
as well as within a single plant, is recorded thiough 
the use of a transfer slip similar to the one illus- 
trated by Form 6, which is made out in triplicate, 
each copy being of a distinctive color. When 
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a piece of equipment is sold, discarded, or trans- 
ferred, the person authorized to make the change 
notifies the office. Upon such notification, a 
transfer slip is made out. The triplicate copy is 
signed by the person authorized to transfer or dis- 
card the equipment, and the same copy must be 
signed by the plant manager. When transfers are 
made within the plant, the same procedure is 
followed. The original copy is retained by the 
valuation record clerk, who keeps the property 
records, cards, etc.; the duplicate is turned over to 
the plant accountant; and the triplicate is sent to 
the valuation department at the home office. 
When a piece of machinery or equipment is trans- 
ferred from one plant to another, the same pro- 
cedure is followed as in the case of a transfer within 
the plant, except that the triplicate copy is sent to 
the receiving plant, together with the card for the 
piece of equipment transferred. Of course, the 
shipping plant cannot fill in all the information 
required, such as floor, building, or new equipment 
number, but this is inserted by the receiving plant 
before the copy for the home office is mailed. In 
selling or discarding equipment, the same procedure 
is followed as is used for transfers within the plant. 


Classification of Property Accounts 


The standard classification of property eccounts 
is used in assigning symbols, etc., and makes the 
operation of the system complete. In the case of 
- the organization under consideration, the classifica- 
tion arrangement for machinery, equipment, and 
the like follows the orderly, progressive manu- 
facturing process, beginning with the weighing in 
of the raw materials as they are received at the 
plant, and following the process straight through 
to the finishing of the last by-product and the 
assigning of the classification symbols as it pro- 
gresses. Such an orderly arrangement, with 
standardized mnemonic symbols, makes it much 
easier for one who has to use the system con- 
tinuously to establish the procedures definitely and 
accurately in mind. In the first instance, there are 
three major classifications, which are designated as 
follows: 

A—Land 
B—Buildings 
C—Machinery, Equipment, etc. 


Only three classifications have been given as 
illustrations, but the system as outlined is capable 
of being amplified to the extent of any desired 
number of classifications. However, even in such a 
large organization as the one under consideration, 
only four of these major classifications are in use. 
On the other hand, a different type of organization, 
although not as large, might require a greater 
number of classifications. Each of these major 
classifications has three sub-classifications. In 
order that a better idea might be obtained of the 
standard classification, an illustration, using build- 
ing structures under major classification ‘‘B’’ as an 
example, will be given in detail. This classifica- 
tion or one similar to it would be necessary in the 
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operation of the system for almost any organiza- 
tion. The classification follows: 


Standard Classification of Property Accounts 


Buildings Section 
B 01—Fireproof 
—1 Excavation and Foundations 
—2 Superstructure 
—3 Plumbing and Sewerage 
—4 Heating System 
—5 Electrical Work 
.3 Electric Lighting System 
.4 Telephones, Telegraphs, Watchman’s System, 
Fire Alarms, etc. 
—6 Building Elevators 
—7 Stacks—Brick and Concrete 
.1 Excavation and Foundations 
.2 Superstructure 
—8 Bins 
.5 Steel 
.6 Wood 
B 02—Semi-Fireprocf 
—1 Excavation and Foundations 
—2 Superstructure 
—3 Plumbing and Sewerage 
—4 Heating System 
—5 Electrical Work 
.3 Electric Lighting System i 
.4 Telephones, Telegraphs, Watchman’s System, 
Fire Alarms, Etc. 
—6 Building Elevators 
—7 Stacks—Brick and Concrete 
-1 Excavation and Foundations 
.2 Superstructure 
—8 Bins 
.5 Steel 
-.6 Wood 
B 03—Metal 
—l1 Excavation and Foundations 
—2 Superstructure 
—3 Plumbing and Sewerage 
—4 Heating System 
—5 Electrical Work 
.3 Electrical Lighting System 
.4 Telephones, Telegraphs, Watchman’s System, 
Fire Alarms, Etc. 
—6 Building Elevators 
—7 Stacks—Brick and Concrete 
.1 Excavation and Foundations 
.2 Superstructure 
—8 Bins 
.5 Steel 
.6 Wood 
B 04—Wood 
—l] Excavation and Foundations 
—2 Superstructure 
—3 Plumbing and Sewerage 
—4 Heating System 
—5 Electrical Work 
.3 Electric Lighting System 
.4 Telephones, Telegraphs, Watchman’s System, 
Fire Alarms, Etc. 
—6 Building Elevators 
—7 Stacks—Bricks and Concrete 
.1 Excavation and Foundations 
.2 Superstructure 
—8 Bins 
.5 Steel 
.6 Wood jos WO 


Machinery, Equipment Section 


C 30—Air Compressors and Blowers 
—1 Air Compressors and Blowers (Complete) 
.1 Foundations and Supports 
C 31—1 Pump (Complete) 
-1 Foundations and Supports 
(Continued on page 110) 
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In Memoriam 
John Martin Schaeberle, ’76e 


Many of the friends of Fred Martin Shaeberle, 
alumnus of the U. of M.’07, member of the firm 
of Pace & Pace, will be interested in the account 
of the life and work of his uncle, John Martin 
Schaeberle, also an alumnus of the U. of M.’76, 
which is given below. Seldom do we find an 
example of a life so completely given to scientific 
study and accomplishment as that of this well- 
known astronomer. The article is taken from 
The Michigan Alumnus.—THE EDITOR. 


ROFESSOR John Martin Schaeberle, the last 

member of the original staff of the Lick 

Observatory, died suddenly at his home in 
Ann Arbor, on September 17, 1924, while engaged 
in some light work on his lawn. Untilthen he had 
been in his usual state of good health, taking an 
active interest in scientific studies, in music, in 
civic matters, and in athletic exercises. For years 
it had been his custom, in summer, to take long 
walks about the city and into the country; in 
winter, to go skating frequently; and he regularly 
participated in volley ball and other games at the 
Y. M. C. A. gymnasium, a weekly practice which,» 
he seldom neglected. 


Professor Schaeberle was born at Wurtemburg, 
Germany, on January 10, 1853. His parents came 
to the United States the following year and settled 
-at Ann Arbor, where most of his life was spent. 
For three years, from 1868 to 1871, he was an 
apprentice in a machine shop in Chicago, and while 
there by chance became interested in astronomy. 
His reading soon convinced him that sound 
mathematical training was essential to a thorough 
understanding of this subject, and to obtain such 
training he returned to Ann Arbor for study, and 
in due course graduated from the Ann Arbor High 
School and from the University of Michigan. It 
was during his student days that he began to. 
turn his mechanical skill to advantage by making 
mirrors for reflecting telescopes, a subject which 
interested him throughout his life. He completed 
several mirrors having diameters from eight to 
twenty-four inches. With him the making of 
mirrors was a means to an end; namely, to enable 
him to make astronomical observations. It was 
with one of his eight-inch reflectors that he dis- 
covered the Second Comet of 1880. He also dis- 
covered the Fourth Comet of 1881, but the an- 
nouncement.of this discovery does not state with 
what instrument it was made. It was with one of 
his larger reflectors, mounted as a Cassegrain equa- 
torial of long equivalent focal length, that he made 
at the Lick Observatory, about thirty years ago, 
excellent photographs for that time of the planets 
Jupiter and Saturn. His largest mirror had a di- 
ameter of twenty-four inches and a focal length 
of only three feet. This he mounted equatorially 
at his home in Ann Arbor and used it for photo- 


graphing faint extended nebulae and for studies of 
the sun. (Its large aperture and short focal length 
gave great light and heat concentration. Nebulae 
were photographed with it in a few minutes, but 
the images were, of course, on a small scale. The 
heat of the sun concéntrated at the focus was so 
intense that with it holes could be melted through — 
moderately thick strap iron in less than five 
seconds. Unfortunately this mirror was broken 
several years ago, while he was drilling a hole 
through it so that it might be used as a Cassegrain 
reflector. This accident brought to an end the 
investigations which he was making with it.) 


Professor Schaeberle graduated from the Uni- 
versity of Michigan in 1876 and at once became an 
Assistant in the Observatory, then under the di- 
rection of Professor Watson. Later he became 
Instructor in Astronomy and Acting Assistant 
Professor. In 1888, when the staff of the Lick 
Observatory was organized, he went to Mount 


‘Hamilton, California, as an Astronomer and re- 


mained there ten years. For the first five years he 
had charge of the Repsold meridian circle. He had 
not been there long, however, before circumstances. 
diverted his interest to other work. A few months 
after his arrival at Mount Hamilton, the total solar 
eclipse of January 1, 1889, occurred, the zone of 
totality of which crossed northern California. At 
this time began the many notable eclipse expedi- 
tions of the Lick Observatory. This eclipse was 
successfully observed by Professors Keeler and 
Barnard, of the Lick Observatory staff, and by 
many astronomers from other institutions, at sta- 
tions along the line of totality.. It was also ob-~ 
served as a partial eclipse at the Lick Observatory 
by Professors Holden, Burnham, and Schaeberle. 
The next total solar eclipse occurred in December, | 
1889, and Professors Burnham and Schaeberle were 
sent from the Lick Observatory to Cayenne, South 
America, to observe it. Notwithstanding unfavor- 
able conditions, they were entirely successful. It 
was this eclipse, perhaps, more than any other, that 
directed Professor Schaeberle’s attention to eclipse 
problems and led him to formulate a mechanical 
theory of the solar corona. For the study of the 


corona he felt the need of large scale photographs, 


and to obtain them he devised a long focus camera 
which proved so satisfactory that it has been used 
in essentially the same manner by every subsequent 
Lick Observatory eclipse expedition. His plan was 
to mount the objective on a tower, with its optical 
axis directed toward that point of the sky which 
would be occupied by the sun at the instant of 
mid-totality. A tube led from the objective to a 
dark room, where, in the focal plane of the objec- 
tive, a plate holder carriage was mounted, movable 
by clock work, to compensate for the diurnal motion 
of the sun during the times of exposure. In this 
simple manner Professor Schaeberle made it pos- 
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sible easily to mount at a distant eclipse station a 
photographic telescope of forty feet focal length and 
obtain with it photographs of the corona on a scale 
hitherto unattempted. He first used this method 
in Chile, in April, 1893, and secured at that time 
some of the best large scale photographs of the 
corona that have ever been made. It was on these 
photographs that he detected a comet close to the 
sun, not otherwise observed. Professor Schaeberle 
was sent by the Lick Observatory to Japan to ob- 
serve the eclipse of 1896, but clouds covered the 
sky at the time of totality and prevented observa- 
tions. 


When Professor Holden retired from the di- 
rectorship of the Lick Observatory in 1897, Pro- 


fessor Schaeberle became Acting Director, a posi- 


tion which he held until the following June, when 
Professor Keeler arrived as Professor Holden’s suc- 
cessor. Professor Schaeberle then retired from the 
Lick Observatory, and after making a trip around 
the world, he returned to Ann Arbor where he lived 
the remainder of his life. At the time of leaving 
the Lick Observatory, in recognition of his impor- 
tant services to that institution, his many contribu- 
tions to science, his eminence as an astronomer, and 
the esteem in which he was universally held, the 
University of California conferred upon him the 
honorary degree of Doctor of Laws. 
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Edward L. Suffern 


Our readers will be grieved to learn of 
the death of Edward L. Suffern, of the 
firm of Loomis, Suffern & Fernald, which 
occurred on the 13th of April. A leader 
in Accountancy, forward-looking and ac- 
tive despite his four-score years, Mr. . 
Suffern was an inspiration to his wide 
circle of associates and friends. 


A comprehensive review of Mr. Suf- 
fern’s career and its relation to the up- 
building of Accountancy will be made in 
a later issue. At this time we shall 
attempt nothing more than to record 
the sorrow and sense of loss that per- 
vades the Accountancy profession be- 
cause of the death of Mr. Suffern. 


Public Speaking Banquet 


ALENT unknown, deep-seated springs of wit, 
new founts of knowledge—all these and 
more were discovered among members of 


the three public speaking groups and their friends 


who assembled on May 8 in the Banquet Room of 
the Machinery Club for their first public dinner 
and get-together. 


No one except the toastmaster, Homer S. Pace, 
knew who the speakers were to be, and inasmuch 
as each person was relieved in his own mind from 
the burden of speech-making, quaking knees, 
mental paralysis, and cold sweats were conspicuous 
by their absence. In fact, there was little or no 
evidence of any one of these concomitants during 
the course of the entire evening. 


Later on, however, the storm broke. Mr. 
Schaeberle passed among the tables and had 
every student and guest pick at random from a 
silver plate, a subject for a talk. In this manner, 
no one knew his “‘little piece,’’ and there was no 
opportunity to dig up any material or to develop 
stage fright. 


The topics assigned were varied and funny. 
Among them were: ‘‘Why I Love my Best Girl,” 
“The Historical Significance of the Phrase ‘I'll 
Bounce You on the Bean,’” ‘‘Courage,” “‘The 
Value of Accountancy in Business,” ‘‘Why is 
Public Speaking,” and a host of others. One of 
the most original speeches made was the one on 


““T’ll Bounce You on the Bean’’: in this the audience 
was given a fine historical sketch that carried the 
listeners back to the days of chivalry and brought 
them home again toa twentieth-century colloquial- 
ism. Another speaker whimsically disregarded his 
own subject and gave the audience a treat by giving 
his impression of the veteran Chauncey Depew, 
whom he had heard recently. The speeches were 
all remarkably good. 

One of the permanent results of this get-together 
will be the formation of a public speaking club, 
which will meet from time to time for the purpose 
of perpetuating the aims and ideals of the public 
speaking classes. Dinners, smokers, and other 
group meetings will be held. Men prominent in 
public life, in the professions, and in business life, 
it'is hoped, will be secured as speakers for these 
occasions. 
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The Uniform Sales Act 


| This is the second of a series of articles on this vital subject by Mr. Alfred F. Upson, of 
| the Law Faculty, Pace Institute, New York. 


N a previous article, the basic rules 
for determining when title passes to 
the thing that is the subject-matter 

of a contract of sale, were set down and 
discussed. The importance of this matter 
from the viewpoint of the accountant, 
who must often certify to statements 
setting forth the ownership of assets, 
cannot easily be overestimated. 


Documents of Title 


The title to goods sold is often passed 
by means of written instruments which 
vary in their nature, and which are 
known as ‘‘documents of title.”” The 
term ‘‘document of title’? is taken from 
the English Factors’ Act of 1889, and 
the term is therein defined as follows: 
‘‘The expression ‘document of title’ shall 
include any bill of lading, dock warrant, 
warehouse keeper’s certificate and war- 
rant or order for the delivery of goods 
and any other document used in the 
ordinary course of business as proof of 
the possession or control of goods, or 
authorized or purporting to authorize, 
either by endorsement or delivery, or 
by delivery, the possessor of the docu- 
ment to transfer or receive goods thereby 
represented.’’?. The substance of this 
definition is included in our modern 
Sales Act. These documents are vari- 
ously called in common usage by dif- 
ferent names, according to whether they 
are issued by a carrier, by a warehouse- 
man, or by a dock company. The 
nature of these documents, however, 
is substantially the same in all cases. 

Bills of lading and warehouse receipts 
are the two documents of title that are 
in general use in the United States; and 
in connection with goods stored in ware- 
houses, orders for the delivery of goods 
directed to the warehouseman are also 
in common use. 

These various documents operate to 
transfer the property in goods, either on 
the theory that the document represents 
the goods themselves and hence consti- 
tutes, when delivered, the equivalent of 
the delivery of the goods; or on the 
theory that these documents stand in 
the same position as a bill of exchange or 
a promissory note, in which case the 
rights and liabilities of the holder of the 
same are fixed by applying the rules of 
law governing negotiable instruments 
to the terms of the documents them- 
selves. Statutes, usages, and decisions 
view the document of title and its 
efficacy in passing the property in goods 
from the standpoint of negotiable in- 
struments. 

A bill of lading is commonly defined as 
both a receipt and a contract—that is, 
a receipt from a carrier, either by water 
or rail; and a contract on the part of the 
carrier to ship the goods received. 
The forms of these bills of lading are 
now governed by statute; and in inter- 


state commerce, the Interstate Com- 
merce Commission has prescribed the 
forms which must be used in interstate 
traffic. These forms are also largely 
used in traffic wholly within the state. 


Standard Regulations 


A bill of lading is often delivered to the 
purchaser under a contract of sale only 
upon payment of the purchase price by 
the buyer, and the buyer often resorts 
to his bank under a credit arrangement 
whereby the bank is to pay on behalf 
of the buyer. The various questions 
arising upon the problems when con- 
tracts are made for the sale or the price 
of goods against bills of lading, have 
been taken up and considered by the 
bankers of New York; and, in 1920, the 
New York bankers adopted a set of 
regulations, which the New York 
courts have held to be admissible as 
evidence to prove the existence of a 
custom or customs binding upon banks 
in their dealings with such bills. These 
regulations, as set forth in Ward’s 
American Commercial Credits, are as 
follows: 

“1, We assume no liability or re- 
sponsibility for the form, sufficiency, 
correctness, genuineness or legal effect 
of any documents, or for the description, 
quantity, quality, condition, delivery or 
value of the merchandise represented 
thereby, or for the good faith.or acts of 
the shipper or any other person whomso- 
ever; but documents will be examined 
with care sufficient to ascertain whether 
on their face they appear to be regular 
in general form. 

“2. We will interpret the terms ‘docu- 
ments,’ ‘shipping documents’ and words 
of similar import, as comprehending 
only ocean bills of lading (sailor bills of 
lading included) and marine and war 
risk insurance, in negotiable form, with 
invoices. 

“*3. Unless specifically otherwise in- 
structed, we will accept ‘received for 
transportation’ bills of lading in the 
form customarily issued in New York. 
(The steamship lines constituting the 


Transatlantic Conference state that the . 


customary procedure necessitated by 
American port conditions, is to issue 
bills of lading against the receipt of 
goods into the custody of the steamship 
owners or agents, for transportation by 
a named steamer, and failing shipment 
by said steamer, with liberty to ship in 
and upon a prior or following steamer. 
They state that it is not possible here to 
issue ‘on board’ bills of lading, but have 
agreed, after the goods are loaded, so far 
as reasonably practicable, to endorse 
on the bills of lading, if returned for the 
purpose by the shippers, a dated clause 
to the effect that the within goods have 
been loaded on board, specifying any 


They represent, 


portion that has been ‘short shipped.” 
however, that such 
procedure will not be reasonably prac- 
ticable in all trades, nor in any trade at 
all times, and where used, on account 
of the delay involved, may result in 
the merchandise arriving at destination 
in advance of the bills of lading.) 
When specifically requested by a corres- 
pondent, we will request the ‘on board” 
endorsement, and obtain it, where prac- 
ticable. 

“4. When the ‘on board’ endorse- 
ment is not specifically requested by 
a correspondent, or it is impracticable 
to obtain it, the date of the bill of lading 
will be taken to be the date upon which 
shipment has been effected. When the 
‘on board’ endorsement is obtained, the 
date of such endorsement will be taken 
to be the date upon which shipment 
has been effected. 

**5. Instructions shall be interpreted 
according to our law and customs, but 
in any event, in accordance with the 
following general rules: 

“‘A. Forwarder’s bills of lading will 
not be accepted, unless specifically 
authorized. Railroad through bills of 
lading will not be accepted, except on 
exportations to the far East via Pacific 
ports, unless expressly stipulated. 

“B. Bills of lading shall contain no 
words qualifying the acceptance of the 
merchandise in apparent good order and 
condition. If ‘on board’ bills of lading 
are stipulated, they shall acknowledge’ 
receipt of the goods on board a named 
vessel. Otherwise, ‘received for trans- 
portation’ bills of lading, which acknowl- 
edged the receipt of the goods into the 
custody of the steamship owners or 
agents for transportation by a named 
steamer, and failing shipment by said 
steamer with liberty to ship in and upon 
a prior or following steamer will be ac- 
cepted; and insurance certificates, if re- 
quired, shall cover shipment correspond- 
ingly. 

““C. Documents for partial shipments 
will be accepted, even if the pro rata 
cannot be verified, unless expressly pro- 
hibited. 

“D. The use of ‘to,’ ‘until,’ ‘on,’ and 
words of similar import, in indicating ex- 
piration, is interpreted to include the 
date mentioned. 

‘KE. When the indicated expiration 
date for payment falls upon a Sunday or 
legal holiday here, the expiration is ex- 
tended to the next succeeding business 
day. 

“F. The terms ‘prompt shipment,’ 
‘immediate shipment,’ ‘shipment as soon 
as possible’ and words of similar import, 
shall be interpreted as requiring ship- 
ment to be effected and (if the credit 
advice is without expressed duration) 
the stipulated documents presented for 
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ful. An officer’s or a director’s attention 
should be called to items of this nature 
held for the accommodation of the de- 
positor. Checks of this group cashed for 
other than depositors, might well be 
questioned and the nature of the trans- 
action by which the checks became part 
of the cash scrutinized. 

Officers’ and employes’ checks.— 
It should not be necessary to hold an 
officer’s or employe’s check longer than 
one day in the cash items, and any excep- 
tion to this rule calls for special consider- 
ation. In addition to requesting the ap- 
proval of an officer for carrying these 
checks as cash, it is advisable to consider 
also the transactions which resulted in 
these checks becoming cash items, as the 
teller might be using the checks to cover 
a shortage. 

Charge tickets.—The charge ticket 
forms used in the bank accounting 
system, when found in the cash items, 
require the most careful scrutiny. The 
examiner must make certain that the 
transactions for which such tickets were 
issued are legitimate and have the ap- 
proval of an officer. 

Instances similar to the following are 
experienced in examining many of the 
city banks; and, while the transactions 
are regular, they do, nevertheless, call for 
careful investigation. In order to main- 
tain the supply of bills and coins up to 
the average daily requirements, many 
banks draw a check at the close of busi- 
ness each day in favor of the Federal 
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Reserve Bank and forward the check to 
an armored car service company with a 
request that the money be obtained and 
delivered the following morning. The 
check is charged to cash. 

An examination made of this institu- 
tion in the morning would find the cash 
short the amount of this check, were not 
a charge ticket recording the transaction 
carried in the cash items. The examiner 
should not only satisfy himself of the 
genuineness of the ticket, but should 
insist upon seeing the money when it is 
delivered later in the morning and before 
the Federal Reserve Bank seals are 
broken on the bags or bundles. 


Petty Cash Funds 


It is the practice in larger institutions 
to carry petty-cash funds on the Imprest 
system in several departments. These 
funds are often carried in the cash 
balance, and the same rules and tests 
apply to them as to petty-cash funds 
found on any audit. 

The integrity of bankers and bank em- 
ployes is by no means questioned, as it is 
generally recognized that they are striv- 
ing to serve the stockholders and -the 
depositors both faithfully and honestly. 
However, the examiner in his work of 
satisfying himself and his client that the 
assets are accounted for as recorded, 
might wisely follow the maxim so 
strongly stressed in the Pace Account- 
ancy Course, “‘be sure—take nothing for 
granted.’’ 


Pace Alumni Association | 
Appoints Committee to 
Aid Credit Fraud Drive 


T the regular monthly meeting of 
the Pace Alumni Association on 


April 18, a resolution was passed 
which provided for the formation of a 
committee to aid the National Associa- 
tion of Credit Men in their drive against 
credit crooks. 

The following is an excerpt from the 
minutes of the April 18 meeting: 

“On conclusion of Mr. Pace’s talk, a 
motion was made by Mr. Upson, duly 
seconded by Mr. Bulin, and unani- 
mously carried by the members present, 
that the President of the Pace Alumni 
Association appoint a committee to 
draft and present a resolution to the 
President of the National Association of 


Credit Men; the purpose of the resolu-. 


tion being to offer the whole-hearted 
support of the Pace Alumni Association 
to the National Association of Credit 
Men in its present drive against credit 
frauds. The President stated that he 
would appoint at an early hour the 
committee to carry through the fore- 
going resolution.”’ 


Mr. Mendes appointed as members: 


of the committee, Mr. A. G. L. Baines, 
Mr. Samuel Green, and Mr. Alfred F. 
Upson, Chairman. 

Mr. Upson, as Chairman of the com- 
mittee, immediately wrote to the Na- 
tional Association of Credit Men and to 
the New York Credit Men’s Association, 
offering the services of the Pace Alumni 


Alumni 


Association, and asking for suggestions 
as to ways in which it might be of assist- 
ance. 

The letter to the National Association 
of Credit Men, 41 Park Row, New York 
City, is as follows: 


“This will advise you that.the Pace 
Association, connected with 
Pace Institute at No. 30 Church Street, 
New York City, at its meeting at the 
Machinery Club on April 18, 1925, 
passed the following resolution: 

“Be It Resolved that the Pace Alumni 
Association of 30 Church Street, New 
York City, tender its whole-hearted 
support to the National Association of 
Credit Men in its present drive against 
Credit Frauds, and tender its services 
through a committee appointed for this 
purpose. 

“In pursuance of this resolution the 
following committee was appointed by 
the President of the Association; namely, 
Alfred F. Upson, Chairman, 30 Church 
Street, New York, N. Y.; Samuel Green, 
238 Virginia Avenue, Jersey City, N. J.; 
A. G. L. Baines, New Milford, N. J. 

‘‘This committee will be pleased to 
receive any literature that your organi- 
zation may care to send us in order that 
we may cooperate with you in any 
way; and this committee will be pleased 
to receive at an early date any suggest- 
ions as to active serviee in your behalf. 
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The letter to the New York Credit 
Men’s Association, 320 Broadway, New 
York, N. Y., is as follows: 


“‘Herewith please find copy of a letter 
(reproduced above) this day sent to the 
National Association of Credit Men in 
New York City, which letter is self- 
explanatory. 

“The committee named therein will be 
glad to receive any suggestions from 
your association as to how they will be 
useful in your behalf. 


Alumni Luncheon 


HE monthly luncheon of the Pace 

Alumni Association was held in 

the main dining room of the 
Machinery Club, 50 Church Street, 
New York on Saturday, May 16. A 
large number of the members were 
present. 

A brief business session was held at 
which Henry E. Mendes, president of 
the association presided. The Execu- 
tive Secretary announced the new 
nominating committee, which is com- 
posed of the following members: Charles 
T. Bryan, Alfred F. Upson, Mrs. Floren- 
tine D. Goodrich, James F. Farrell, and 
Paul G. Burroughs. 

President Mendes announced that this 
luncheon would be the last to be held 
until the third Saturday in September. 
However, during the course of his an- 
nouncement, Mr. Mendes outlined the 
interesting program which has been 
planned for the fall and the coming 
winter. 

The most important feature of the 
luncheon was an address by Harold 
Dudley Greeley, attorney at law and a 
charter member of the association, who 
spoke on “Inheritance Taxes of Today.”’ 
Mr. Greeley, who is also a certified public 
accountant, is a specialist in this im- 
portant phase of accounting and law. 
He is a former member of the faculty of 
Pace Institute, New York, and is at 
present a lecturer on Estate Accounting 
and Taxation at Columbia University. 
The members of the association were 
signally fortunate in having the oppor- 
tunity to hear Mr. Greeley, The full 
text of Mr. Greeley’s address will ap- 
pear in a later issue of THE PACE 
STUDENT. 


Evening Students 
Visit Ford Plant 


LARGE group of Evening School 
A students, under the guidance of 

Mr. Bulin, made an interesting 
trip to the Ford plant at Kearny, New 
Jersey, during April. The students, 
divided into small groups, were shown 
through the factory and offices by com- 
petent guides. Much of practical in- 
terest was seen and assimilated by the 
students. 

This particular trip as a whole was 
eeaatly interesting because of the . 
unique place that the Ford Company 
holds in the industrial field as pioneers 
in the spheres of standardization and 
manufacturing efficiency. 
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Property Records 


(Continued from page 103) 


C 32—Engines 
—1 Engine (Complete) 
-1 Foundations and Supports 


C 33—Electrical Apparatus 


—1 Motors (Complete) 

—2 Generators 

—3 Panel Boards (Complete) 

—4 Transformers 
-1 Foundations and Supports 


C 34—Boiler Room Equipment and Ac- 
cessories 


—1 Boilers and Pertinent Fittings 

—2 Boiler Settings 

—3 Mechanical and Hand Operated 
Stokers or Grates 

—4 Superheaters 

—5 Coal Bunkers 

—6 Forced or Induced Draft Ap- 
paratus J 

—7 Feed Water Heaters, 

1 De Bi Bee 


C 35—Stacks, Steel 


1) Stack 
—2 Breeching 
-1 Foundations and Supports 


C 36—General Power Transmission 


—1 Transmission (Complete) 
Note: Transmission which is not 
chargeable to any particular 
machine or piece of equipment 
will be considered under this 
classification. 


C 37—Piping 
—1 Water Piping 
—2 Steam Piping 
—3 Air Piping 
ETC. 
.14 Pipe Covering 


C 38—Electrical Work 
—1l1 Power Wiring 
Note: On Classifications C 36 and 
C 38, one card is made up for 
the total value of each class on 
each floor in each building; and 
for C 37 Piping, there is one 
card for each kind of piping on 
each floor. 


June 


The first of the three subdivisions for 
each major classification consists of a 
numeral placed after the mnemonic 
symbol of the major classification, shown 
in the illustration as —01. after the letter 
‘‘B.”’ In each case where this numeral 
is less than ten, a cipher is used in place 
of the first figure for clarity of interpreta- 
tion as well as for convenience in tabulat- 
ing reports. It will be seen that B-01, 
therefore, is a fireproof building; B-02, 
a semi-fireproof building; B-03, a metal 
building; B-04, a wooden building, etc. 
The second subdivision is denoted by 
the addition of a dash and another 


PROPERTY RECORD CARD 
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COST DEPRECIATION DISPOSITION 
: Date |Invoice aha Total | Year sete Accrued Ws ih ye Date Amount 
; Depreciated Value a 
: Sale Price 
; Gain or Loss | 
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REMARKS 
Building Classification Machine No. Location (Floor) 
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NOTE: The reverse side of this card is divided in half, one half being used to show the detail of each invoice 
entering into the cost of the item covered by the card and the other half being used to show the detail of all 
freight and installation costs. The information is collected here in the first instance and transfers of 
totals are made to the other side of the card monthly. 


Form 4 
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ADDITIONS TO AND DEDUCTIONS FROM PLANT ACCOUNTS 


Blank Co.) yi, he ee Branch 
Classification 
| Jn’l. or 
Day | Voucher | Dept. | Bldg. 
No. Article | Deser. No. 
| Sym or Propty. 
| Propty. 


Dr. Additions or Renewals 


Form 5 


p A Cr. Dr. 
Floor | Machine Description or : Deductions Charges to | Insurable 
No. No. ; Freight & Reserve | Depreciation | Value 
Invoice & Total | Adjustment Reserve 
Installation 
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mumeral and symbolizes a particular 
part of the article, such as a heating 
system for a fireproof building, which 
would bear the classification B-01-4. 
Such information in regard to fireproof 
buildings, etc., might be very valuable 
indeed for insurance purposes, because 
values are readily determinable and in- 
surance rates are based, to a certain 
extent at least, upon the fire hazard 
and risk assumed. B-04-6, to continue, 
would denote an elevator in a wooden 
building, and soon. This brings us to 
the final subdivision, which is a decimal 
figure added to the symbol built up so 
far. For instance, if it were desired to 
designate the electric lighting system, as 
distinguished from a telephone system 
in a fireproof building, it would be 
accomplished by the symbol B-01-5.3; 
whereas a wooden bin, such as a grain 
bin, in a metal building would bear the 
symbol B-03-8.6. Note the uniformity 
of the classification even to the decimal 
subdivision, .1 denoting all excavations 
and foundations within a building al- 
though not for the building itself; .2 
denoting all superstructures, etc. The 
-1 classification covers items such 
as excavations and foundations for 
machines, elevators, etc. In the case 
of machinery or equipment that is 
capable of being transferred between 
plants, etc., this decimal subdivision 
serves an even larger purpose, as costs 
of erecting foundations and supports for 
instance cannot be transferred to the 
receiving plant along with the cost of 
the article, and the decimal subdivision 
furnishes the means of keeping the 
amounts separate. It also allows for 
the replacement of large parts of 
’ machines, which wear out, by capitaliz- 
ing the new and crediting the capital 
account for the value of the old. An 
example of this is a heating coil in a 
large tank. A tank will ordinarily out- 
last half a dozen heating coils, and the 
procedure outlined facilitates the hand- 
ling of the transaction as a capital one 
rather than asarepair. For the purpose 
of this record, a building is considered 
fireproof when not more than fifteen per 
<ent of the structure is of other than 
fireproof material. From an engineering 
standpoint, such a condition would take 
the building out of the fireproof class, 
but for accounting purposes it has been 
deemed satisfactory to list them under 
this caption. Semi-fireproof buildings 
comprise those constructed in the main 
of brick, concrete, or stone, the floors, 
girders, columns, etc., of which are of 
frame or mill construction. The metal 
building classification comprises all those 
of complete metal construction, sheet 
metal over steel frame. An example of 
this type of building would be a large 
sheet-metal garage. The last classifica- 
tion includes all wooden buildings or 
those having wood or metal sheathing 
over wood frames. 


Installation of the System 


The installation of this system entails 
no small amount of detailed work, which 
must be performed with accuracy. Per- 
haps the best method of beginning the 
work is to have an appraisal made of the 
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plant and proceed to build up the records 
on the basis of this appraisal. This was 
the procedure used in the organization 
under consideration when an additional 
plant was acquired as a going concern 
for a flat, round amount consideration. 
An appraisal was made of all property, 
which was lower by three per cent than 
the cost price. This necessitated the 
writing up of the appraisal figures for 
each piece of equipment to the extent of 
the three per cent difference. Accuracy 
is necessary in the performance of this 
phase of the work because the total 
value of all the classifications and sub- 
classifications should agree with the cost 
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value when the work has been com- 
pleted. 

In conclusion it might be said that the 
operation of this property record as a 
practical accounting record under the 
conditions mentioned has proved to be 
very satisfactory. The number of ad-: 
vantages in addition to those given are 
innumerable. At the same time, it is 
well to remember that not all organiza- 
tions require a system as elaborate as 
this one; and also that some organiza- 
tions, even fully as large as this one, 
could not use the same methods, due to 
methods of operation and other plant 
conditions. 


TRANSFER SLIP 


INO Bee ones ee 
BLANK CO. 
Transferred O J 
POLO UDO U CNN GAM (Cl 5.0 songcee oodese ap Godan 0605 CARORoe eae caised tracert Manufacturing Branch 
Discarded © 
Gs RO LOD Rr nae 
IDR. oc ord cd ah o ance Depteeccnies sos fe 85 a BIdEHNG Sean ee eee PIGUIDSEN Of eae ds as hee 
ANSA2.acn 6 Anh cata co eee Deptee tt cities Bide Noses tecnica oe BIG BNOuaee Sate nthe ete eae 


COMPLETE DESCRIPTION OF EQUIPMENT 


ADPIOVED Set) SeELR t's) Rae cy eas oe ak, Fi SigTISd earl Mee FRE oe one in A desig ta) aA eevee: 

DATA FOR APPRAISAL DEPT. DATA FOR ACCOUNTING DEPT. 
Appraisal Pageasee sea. eee WalueGias. sees se Propertya Classification sei ase eee aie aoe aie: eee 
errr es ee ee aN: wd bc Pe ote rare ae cosvaller ip atecs Property Record Cards: 


DatetPurchasedi4 so wa ee eee oe aie stor 


Ya Se LEY Re «GA So Se ays, Paes Total Gast yete ete elena? oe aes eee yea tee 
Reserve for Depreciation..............- Sao, ene 
Net Value’. one one eeeee ee ees Ss 

Form 6 


New York. 


Pace Institute announces 


the formation of a special 


time-saving Spring class in Accoun- 
tancy and Business Administration having 
its first teaching session on 

Monday, June 8, at 6 o'clock 


Men and women who enroll in this late afternoon (6 o’clock) 
class will be ready for the work of the second semester by fall. 

Write for ‘Your Market Value,’ an informative vocational 
booklet. The Registrar, Pace Institute, 30 Church Street, 
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As to an 
Artist’s Capital 


HE artist and the tax gatherer 

have been with us from time im- 

memorial—the artist from the 
time he painted prehistoric bison on the 
walls of prehistoric caves; the tax 
gatherer from the time when the 
swarthy - skinned producer of grain 
dumped his proportion into the gran- 
aries of the Pharaohs. Comes now a 
formal and recorded appreciation of the 
one for the other—of the tax gatherer 
for the artist—an appreciation for which 
there is no precedent either in recorded 
history or in the caves of prehistoric 
man. To wit: 

“Clarence Whybrow,”’ said John M. 
Sternhagen of the United States Board 
of Tax Appeals in a recent opinion,‘‘ was 
an artist. His work was done on in- 
spiration and his product was beauty. 
He concerned himself with color, line, 
balance, harmony, and proportion. His 
task was to catch the grandeur of the 
Louis’, the grace of the brothers Adam, 
or the charm of the classic Florentine, 
and install it behind a high brownstone 
stoop on Madison Avenue in place of its 
Victorian glass and gold. He thought 
not of quantity or of production or of 
unit costs. Success to him was in 
quality and effect. He bought paint, of 
course, and other materials for his art— 
so did Leonardo and Rembrandt—and 
sold the product, as did Chippendale and 
Whistler. 

“Then came the war and the burdens 
of government, and his place must be 
found in the profits tax of 1917. He 
knew little of such matters then, and 
hardly more when he testified seven 
years later. Accounts irked him. He 
was successful enough to have a book- 
keeper, and this man made the tax return 
which Whybrow signed. What it con- 
tained he hardly knew. It was based 
upon the assumption that his business 
was one ‘having no invested capital or 
not more than a nominal capital,’ as 
provided in section 209. But the Com- 
missioner found in his return that he had 
business assets and liabilities—he had 
a studio contairling models and a library 
of many fine books and pictures, he had 
accounts receivable and payable, and he 
had cash in the bank—and he was there- 
fore regarded as conducting a trade or 
business having capital to be used as the 
basis for measuring war profits. 

“In this we must disagree. This man’s 
business was in his soul. He could have 
carried it on anywhere and without a 
cent. The only investment he had was 
in the library, and it is questionable 
whether this is to be regarded more as a 
business asset or as a personal collection. 
To be sure, he used it in his work, but 
only to supplement his ideas. Whether 
it was productive or what it produced 
no one can say. It may be doubted 
whether he would have paid it in for 
stock or shares if he had incorporated. 
Are a lawyer’s books, a doctor’s surgery, 
an architect’s sketches and snapshots, or 
an engineer’s tables and formulae his 
capital? It was apparantly not so re- 


garded by the sponsors of section 209 in 
Congress, for both Senator Simmons and 
Representative Kitchen said that the 
section was expressly designed to provide 
for lawyers, doctors, engineers, and their 
like.” 


Book Review 


Auditing, by William H. Bell and 
John A. Powelson, Prentice-Hall 
Inc., New York, 1924, XV 518 pp. bd. 
Price $4.00. 


N this contribution to accountancy 
literature, the authors have set forth 
thoroughly but concisely the prin- 

ciples of auditing. Auditing is treated as 
a specific subject. .It is assumed that the 
reader is well grounded in fundamental 
accounting principles. 

The first part of the volume, which is 
the work of Mr. Bell, includes a general 
discussion of auditing. It sets forth the 
purposes of auditing, the preliminary 
atrangements preparatory to making an 
audit, and the general procedure and 
practice with respéet to carrying out the 
audit program. . 

A detailed disctission of the original 
records is given. This discussion is 
followed by a comprehensive treatment 
of the asset and liability accounts, and 
many questions likely to arise in con- 
sidering the various accounts during the 
audit procedure are taken up. 

The treatment of the important 
subjects of inventories, valuation of 
securities, verification of possession of 
securities, depreciation of capital assets 
and the audit report is particularly in- 
formative. The reader will. probably 
find that some of the statements made 


in the book are objects of dispute and ~ 
‘that the author has treated such subjects 


very well from a practical viewpoint. In 
the discussion of the use of rates of 
depreciation as applied to the retire- 
ment of a unit of property of a parti- 
cular class, the author states, 
respect to the resulting under-deprecia- 
tion or over-depreciation, that, “‘if a 
unit of property is retired for ordinary 
causes—not on account of obsolescence, 
inadequacy, or casualty—in advance of 
the average estimated life of all units in 
its class, any deficiency in the provision 
for. depreciation may be considered to 
be offset by excessive depreciation of 
other units in the same class and for 
that reason it is not necessary to write 
off such deficiency.”? Many accountants 
will not agree with this statement. 

No attempt is ‘made to apply the 
principles of auditing to specific lines of 
business, but the reader will gain a 
working knowledge of basic auditing 
principles, which may be adapted to 
conditions arising in specific lines of 
endeavor. 

The supplemental material contained 
in the second half of the volume, which 
is the work of Mr. Powelson, presents 
cases and questions to which basic audit- 


ing theory may be applied for practical 


working purposes. Accompanying the 


with . 


cases and questions is an index which 
provides the reader with a key to the 
problem and the question that apply to. 
a particular case in which he may be 
interested. The solutions to the prob- 
lems and answers to the questions are 
published separately. 

To the practitioner of ‘professional 
accountancy this work should be ex- 
tremely helpful, and the ease of reference 
to particular subjects should make the 
volume a worthy addition to an accoun- 
tant’s library. For study purposes, the 
student will find the presentation clear 
and understandable with an abundance 
of supplemental material, including a 
suggested list of lesson assignments to be 
followed in a personal study program. 
Accountancy as a whole is benefitted by 
this contribution. 


DAVIES & DAVIES announce that 


Bernard M. French, who has been associ- 
ated with them for many years in the 
public practice of accountancy, has been 
admitted to partnership. The firm’s 
name will remain unchanged. 


HUTCHINSON & SMITH, certified 
public accountants of Dallas, Texas, 
announce the removal of their offices to 
the Santa Fe Building. 


JOHN D. BRETHAUER, of San Fran- 
cisco was among the successful candi- 
dates who sat for the recent California 
C.P.A. examinations. Mr. 
was a student of the Pace Courses in the 
San Francisco Institute of Accountancy. 


Qualified | 
People 
may become 

CHARTER 

MEMBERS 
of | 

The 

Pace Alumni 

Association 


by signing 


The Articles of Association 
on or before September 19, 1925 


There are no dues. Write to 
the Secretary for additional 
information. 
F. M. Schaeberle, 
Executive Secretary, 


30 Church Street, 
New York 


June. 


Brethauer | 
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An Appreciation of Edward L.- Suffern 
1845-1925 


S for tomorrow, who shall say —is any one 
pN qualified to speak more positively? Per- 
haps, but it is safe to say that there will not 
be less literature but more, and that in each class 
of business there will be a greater tendency towards 
better and more 
intelligent man- 
agement, with 
which develop- 
ment the ac- 
countant must 
more than keep 
abreast.”’ 

Thus wrote 
Edward L. Suf- 
fern at age eighty, 
with the imagina- 
tion and forward- 
looking vision of 
the man fifty 
years his junior. 
If age is deter- 
mined by whether 
one dwells in the 
past, or im the 
future, then Ed- 
ward L. Suffern— 
soldier, scholar, 
accountant, 
gentleman, friend 
—never became 
Pidemertis 'con- 
structive imagin- 
ation, his cour- 
teous and genial 
personality, still 
seem to be work- 
ing with us and 
for us, although 
we know he left 
eure councils; 
never to return, 
on April 13, 1925. 

Two years ago the arbitration of commercial 
disputes was a hope, a vision. At that Mr. Suffern 
undertook the development of accountancy opinion 
favorable to arbitration. He worked untiringly. 
He presented the subject, with the aid of other 


accountants, to the annual’ meeting of the Ameri- 
can Institute ofjAecountants in September, 1923, 
with the result that the Institute became actively 
identified with the,moévement. The vision of two 
years ago has\beCome an accomplished fact in the 
Federal Arbitra- 
tion law and in 
UNG i Sta tuces 
passed or pend- 
ing in many of 
the states. Ac- 
countancy will for 
alltime, by reason 
of Mr. Suffern’s 
work and vision, 
be identified with 
this great forward 
movement in 
business and legal 
procedure. 
Remarkable, is 
it not, that a man 
approaching the 
four-score mark, 
with the _ retro- 
spect gained by 
sixty years or 
more of active 
business and pro- 
fessional life, with 
his earthly future 
narrowing to a 
time pitifully 
short, should thus 
plant and nurture 
that which he 
knew would be 
reaped by others? 
Here we find 
no fireside ease, 
no basking in the 
sunshine of more 
genial climes, no 
Here we find only the 


resting upon laurels won. 
unquenchable spirit of the pioneer in good works, 
the unselfishness of a soul refined by years of work 
for others. 

If we look backward over the active career of 
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Mr. Suffern in accountancy, a period of thirty-six 
years extending from 1889 to 1925, we find a con- 
sistent record of quiet but effective accomplish- 
ment. He was born in the city of Brooklyn in 
1845. He received his academic education in a 
New York preparatory school and in the College 
of the City of New York. He entered the service 
of his country in 1862, when he was eighteen years 
of age, and saw much active service as a midship- 
man. 

Mr. Suffern had a long and successful business 
experience during the period that extended from the 
close of the Civil War until he éntered accountancy 
practice in 1889. This experience served as the 
basis for his professional career. During this busi- 
ness period of his life, he was engaged in insurance, 
banking, and manufacturing activities. By reason 
of his business abilities and acumen, he advanced, 
during this period, to important corporate positions 
involving executive management. 

Accountancy received its first official recognition 
in this country by the enactment of the New York 
certified public accountant law in 1896. Mr. 
Suffern, therefore, was-in position to aid, by his 
constructive imagination and technical abilities, in 
the establishment of a new profession—a profession 
that. should peculiarly serve the developing com- 
mercial interests of the country. He was a member 
of the American Association of Public Accountants, 
the predecessor of the present American Institute 
of Accountants, and contributed unselfishly of his 
abilities and resources to its work. His fellow 
members showed their appreciation of his services 
by electing him to the presidency of the American 
Association; a position in which he served from 1910 
to 1912. He was able, by directing the activities 
of this national association during his term of 
office, to improve and strengthen the standing of 
the accountant in every part of the country. 
Later he served as a member of the Council of the 
American Institute of Accountants. 

Mr. Suffern was a member of the New York State 
Society of Certified Public Accountants from its 
organization in 1897 to the time of his death, a 
period of twenty-eight years. He contributed 
valuable services to the work of the Society and 
saw it develop from a handful of accountancy 
pioneers to a great society with a membership of 
approximately nine hundred. He served it repeat- 
edly as a director in the management of its affairs, 
as vice-president; and, in the years 1913 and 1914, 
as president. 3 

Mr. Suffern was also a member of the New 
Jersey Society of Certified Public Accountants and 
of many other accountancy, civic, fraternal, and 
social organizations. He was for many years a 
member of the accountants’ round-table, a social 
organization of accountants that did much in the 
early days to develop acquaintanceship and 
fraternal feeling among practicing accountants. 
He was a member of the City Club of New York, 
and was always in close contact, through this and 
other memberships, with matters of public concern. 
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During the war Mr. Suffern was chairman of the 
War Committee of the American Institute of Ac- 
countants; and in this capacity, he rendered a 
signal service to his country by directing the 
services of accountants into proper channels. 
Many of the mistakes made by the British Govern- 
ment in the early stages of the war, by which 
hundreds of technically trained accountants were 
assigned to work that could as well have been per- 
formed by non-technical men, were avoided by 
reason of Mr. Suffern’s ability and energy, and his 
intimate knowledge of the distinctive abilities of 
thousands of accountants throughout the country. 

Mr. Suffern for many years. was the senior 
member of the accountancy firm of Suffern & Son. 
Later, upon the dissolution of this firm, he became 
a member of Loomis, Suffern & Fernald, a firm 
which for many years has occupied a leading posi- 
tion among the accountancy firms of the country. 

Mr. Suffern’s life was long, active, and well- 
balanced. From the time of his boyhood, when he 
entered the service of his government, there was no 
time in which he was not devoting a considerable 
part of his time and abilities to the work of his 
country or his community and to the advancement 
of the interests of his fellows. Whether he was 
serving on a gunboat, in 1862, or upon an important 
war committee, in 1918; no matter whether the 
call was from his community or from his profes- 
sional societies, Edward L. Suffern was a man to 
be counted upon. . When the call came, he answered 


‘affirmatively and performed his duties unostenta- 


tiously, but with energy and precision. 

The most’ distinctive characteristic of Mr. 
Suffern is the most difficult to describe. We refer 
to his personality—his graciousness, his charm of 
manner, his kindly interest in the affairs of others, 
his faultless English, his kindly but patricianlike 
countenance. All these things and more entered 
into the personality of Edward L. Suffern. This 
charm of personality need not be described to his 
friends—they knew it well and keenly feel its: 
absence. : 

Mr. Suffern was married to Alice de Riemer 
Adams in 1872, who. died but a short time before 
Mr. Suffern. They are survived by four sons, 
Robert, Philip, Ernest, and Edward, and by a 
daughter, Elsie. 

Mr. Suffern’s home was in Plainfield, N. 8 ey ee 
this home, in an early spring setting of beautiful 
trees and shrubbery, came accountants and other 
friends from all parts of the metropolitan area to 
pay their respects to the memory of Mr. Suffern 
at the time of his funeral. 

The real tribute to the memory of Edward Lee 
Suffern, however, is found in the hearts of the many 
friends who survive him and who were benefited 
and strengthened and helped by his sagacious 
counsel and by his ready sympathy. “E. L.” as 
he was familiarly known by his intimates, ripe in 
years and full of good works, his last accounting 
ae has passed to his reward. Peace be with 

im. 
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Inheritance Taxation of Today 


Talk Delivered at Pace Alumni Association Luncheon, New York City, May 16, 1925 
by Harold Dudley Greeley, Attorney at Law, Lecturer on Estate 
Accounting and Taxation in Columbia University 


ROM earliest childhood we have been taught 
that only two things are certain—death and 
taxes. Since this subject concerns both of 

them, we may conclude that it is doubly certain. 
Although i is it a very certain subject, nevertheless it 
is one about which there is little general understand- 
ing. A few months ago, someone wrote to the Wall 
Street Journal, asking where he could secure a 
pamphlet giving a snappy knowledge of Inheritance 
Taxation. The Wall Street Journal very properly 
replied that there was no such pamphlet. The 
subject is much too involved and complicated to be 
covered thoroughly in any brief publication and all 
that we can do in this talk is to give the general 
outlines of it and to indicate some of the interesting 
problems which arise in connection with! it. This 
talk will not enable any of you actually to compute 
a tax in any given estate. 
In view of the complexity and the ever-changing 
nature of the subject, we are forced to rely upon 
statutes and decisions, preferably brought to us by 
one or more of the tax services. We should re- 
member, however, that these tax services are merely 
tools of the trade. Buying a set of carpenter’s 
tools will not make one a carpenter, and buying a 
tax service or two will not make one an inheritance 
tax attorney. Books, after all, are the negative 
pictures of thought. The more sensitive the mind 
which reads them, the more clearly their finer 
points will be brought out. Therefore, much study- 
ing must be done if one is to become proficient in 
his grasp of inheritance taxation. We frequently 
hear it said that the lawyer’s task is not so much to 
know the law as to know where to find it. Thisisa 
half truth which has caused misunderstanding. As 
a matter of fact, one must know much law in order 
to. be able to find any of it. In dealing with the 
numerous types of information which are brought 
to us by the tax services, let us always remember 
that the statute itself is the main highway. Regula- 
tions, opinions, and comments by text writers repre- 
sent in the last analysis only what someone thinks 
about the law. The statute itself should Aaa s be 
the first point of attack. 
Inheritance taxation is not anew matter. It has 
a very respectable antiquity, but only recently. has 
it received much publicity. We hear much more 
about the income tax because that is a tax which 
affects everybody every year, whereas the inherit- 
ance tax touches us only once and then at a time 
when, so far as we know today, we are not taking 
much interest in financial affairs. The sad part of 
it is that the inheritance tax hits our families for 
whom we would provide. It hits us too on those 
rare occasions when we ourselves are beneficiaries 
of an estate. Then, when we struggle through the 


delay and expense and annoyance of securing our 
gifts, we begin to think that after all there may be 
something in the old adage that it is more blessed 
to give than to receive. 

The power to tax is the power to destroy, and our 
legislators received such an impetus from war 
necessities that they seem recently to have gone 
mad with this new toy of the power to destroy 
through taxation. The only obstacle in the way of 
complete destruction is the Constitution and we 
have recently seen that the Constitution may be 
rather easily amended. Taxation is now one of our 
biggest public issues. 

The inheritance tax is not on property but it is 
on the passing or transfer of property at death. 
From time immemorial, the right to direct how 
one’s property shall be disposed of at his death was 
not a natural right but was one specifically con- 
ferred by the local government. Therefore, each 
state in this country has the undoubted right to tax 
the privilege of directing the disposition of one’s 
property at death because it is the state itself 
which grants this privilege. There can be no ques- 
tion about the legality of a state inheritance tax. 
The Federal Government, however, confers no 
right of transfer or succession at death, but never- — 
theless, it too imposes an inheritance tax. This tax 
has been justified under the power of Congress to 
levy excise duties and it has been held not to violate 
the 14th Amendment guaranteeing a quality of 
protection of laws. While the Federal estate or 
inheritance tax was unobjectionable as a war 
measure, there is little excuse for it today. The 
importance of inheritance taxation can readily be 
seen when we realize that one-thirtieth of the 
country’s wealth changes hands every year through 
death. 

Inheritance taxes are now imposed by the Federal 
Government and by 46 states. These taxes are of 
two types or kinds. First, there is a tax on the 
estate as a whole, to be deducted before distribu- 
tion is made. The Federal estate tax and the taxes 
imposed by a few of the states are of this type. 
The second kind of inheritance tax is a tax imposed 
on the share to be received by each beneficiary, the 
tax to be paid by him. This is the type of tax im- 
posed by the great majority of the states. Some 
states, for good measure, impose both kinds of tax. 

The Federal estate tax naturally applies to the 
entire country but we cannot by analogy reason 
that a state tax is limited to its own boundaries. 
An inheritance tax, imposed by a state, is not 
limited to its own boundaries except as to land. 
Transfers of personal property may be taxed in 
many states because of the movable nature of such 


property. 
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The transfer of tangible personal property may be 
taxed by the state having jurisdiction of the pro- 
perty because of its physical presence within the 
state. The identical transfer may be taxed again 
by the state having jurisdiction of the owner of the 
property. For example, the Gould Estate of New 
Jersey paid many thousands of dollars to New 
York because it had kept jewelry and silverware 
in a New York safe deposit vault, whereas if it had 
kept these articles in a Newark safe deposit vault 
it would have avoided this additional tax. 

The taxation of transfers of intangible personal 
property is much more extensive. When, for 
example, a stockholder dies, before his certificate of 
stock can be transferred to his personal repre- 
sentative for sale, or other distribution as a part of 
his estate, a tax must be paid to the state of de- 
cedent’s domicile, to the state where the certificate 
has been kept, to every state in which the corpora- 
tion was incorporated, and to many states where 
the corporation had property, whether or not the 
decedent had ever been within any of those states. 
The legality of imposing a tax merely because the 
corporation had property in the state is now being 
contested in the United States Supreme Court, on 
a case arising from North Carolina, and a similar 
contest is taking place in Arizona. It must be 
remembered that many corporations are incor- 
porated in more than one state. For instance, the 
New York Central Railroad Company is incor- 
porated in each of the six principal states through 
which its main highway travels—New York, Penn- 
sylvania, Ohio, Indiana, Tlinois, and Michigan. 
Before a certificate of New York Central stock can 
be secured by the representative of an estate, 
negotiations must be had with the taxing authori- 
ties of each of these six states. 

The burden of such non-resident taxation upon 
the transfer of intangible personal property is fre- 
quently felt, not so much in the cost in actual 
expense for attorney’s fees and taxes as in the 
losses through delay in securing possession of the 
property. Recently, a trust company negotiated 
by wire for waivers from the State of Oklahoma but 
before the waivers could be secured, the stock 
dropped three points on the market and the estate 
needlessly lost $120,000.00. It has been truly said 
that the only time a rich man can afford to die is in 
a bull market. These losses are felt by smaller 
estates in an even more irritating way, because 
usually they do not have the cash resources of a 
large estate. 

The losses to estates result chiefly from multiple 
taxetion, thet is taxation of the same transfer in 
more than one state. Losses are sustained also 
because of forced liquidation necessary in order to 
raise the cash with which inheritance taxes must 
usually be paid almost immediately after death. 
It has been said that we cannot take dollars to our 
graves but the result is the same when an estate is 
unexpectedly reduced by from 20 per cent to 40 
per cent through unexpected inheritance taxation. 

From an econmic standpoint, the worst feature 
ef our inheritance taxation system is that the 
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governments use these taxes for current operating 
expenses. Capital is destroyed in order to provide 
funds for current expenses. John Stuart Mill 
suggested that all taxes which were capital levies 
should be used for the retirement of public debt 
and Great Britain has adopted this suggestion. 
Our own state of Arizona has recently begun to use 
funds raised in this way for permanent building 
purposes. Spending money for current expenses is 
not necessarily waste. For example, a man does 
not waste money when he buys a meal, provided he 
needs it, but he isn’t getting ahead very fast if he 
uses capital funds for that purpose. In the same 
way, a country does not get ahead very fast if it 
uses capital funds for current expenses. 

It has been argued that the breaking up of large 
estates through inheritance taxation is good econ- 
omics in that it redistributes wealth. In the first 
place, it seems a mistake to confuse economic 
theories of taxation with social reforms. Prohibi- 
tion, for example, is either sound or unsound, right 
or wrong, entirely apart from the loss of revenue to 
the Government. There is some reason to suspect 
that legislators who talk about breaking up large 
fortunes are sometimes more vitally concerned with 
the securing of additional funds for government 
expenditures. 

As a matter of fact, wealth is frequently not re- 
distributed by this capital levy of inheritance 
taxation but often it is actually destroyed. Whena 
man has invested his entire resources in a going 
business so that his estate is without cash funds’ 
with which to meet inheritance taxation, it is 
necessary for the business to be sold or to be 
heavily mortgaged. The almost inevitable result — 
of either procedure is that the business will fail. 
The values in that business must be recreated or 
production will fall behind and, practically speak- 
ing, this necessitates a duplication of work for each 
generation. The man who practices industry, 
thrift, and self-denial to save for his family, for his 
employees, or for the community, is penalized. 

The biggest problem of those of us who are con- 
cerned practically with inheritance taxation is that 
of keeping up to date. The subject of this talk, 
Inheritance Taxation of Today, was selected ad- 
visedly. What we laboriously learn today may not 
be true tomorrow. The whole subject is in a con- 
stant state of flux. 

In New York, we have recently had some radical 
changes. The whole plan of non-resident taxation 
has been recast and a new tax has been created 
which shows in an interesting way how a state may 
absorb the savings of its citizens. The new tax in 
New York is an estate tax whereas all that we had 
formerly was a tax of the second general class, 
namely, one on the individual beneficiaries. The 
new estate tax in New York absorbs all of the 
savings which an estate may secure under section 
301 b, cf the Federal Revenue Act of 1924. That 
section allows a credit on the Federal Estate Tax 
for the amount of all state inheritance taxes paid to 
the various states, provided that the total does not 
exceed one-quarter of the Federal Estate Tax. In 
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large estates, this saving may be considerable. 
Therefore, the New York Legislature proceeded to 
put into effect on April 2nd of this year, an addi- 
tional estate tax to take this saving away from New 
York estates and to give it to the State of New 
York. Other recent changes are in Nevada where 
the inheritance tax law has been repealed to take 
effect July 1, 1925, in Wyoming, where a new law 
was recently passed, and in New Hampshire, where 
the state law has been declared unconstitutional. 
In addition to these major changes, each legislature 
makes enough changes of a minor character to keep 
us continually studying new laws. Constantly, of 
course, there are decisions by the various courts 
giving us new interpretations and new restrictions. 

It is interesting to note a movement among the 
various states this spring toward repeal of the state 
inheritance tax. Nine states, namely, Arizona, 
California, Colorado, Delaware, Maine, Mississippi, 
New Jersey, Ohio, and Oklahoma, have had bills to 
this end introduced into their legislatures but none 
has been passed. This may be set down as a swing 
of the pendulum away from excessive inheritance 
taxation but it should not be regarded as a definite 
tendency. Inheritance taxation will probably 
always be with us and because of its non-resident 
features, it will always be of a complicated char- 
acter. 

One of the interesting problems in this work is 
the right of the Government to tax a gift made 
within a fixed time of death on the theory that it 
had been made in contemplation of death. It is 
evident that if a person were permitted to give 
away his property when death was impending, or 
to give it away earlier in life, to take effect at his 
death, with a reservation of the income to the donor 
during his life, an easy avenue of escape from in- 
heritance taxation would be provided. Very early, 
therefore, it was recognized that the inheritance 
tax laws must reach gifts in contemplation of death, 
and gifts to take effect at death. This, of course, 
has no connection with the Federal Gift Tax in- 
cluded in the Revenue Act of 1924, because that 
gift tax applies solely to gifts inter vives. 

Among the various taxing jurisdictions of the 
country are found three types of statute seeking to 
reach gifts in contemplation of, or to take effect at 
death. One type provides merely that such gifts 
shall be taxable but does not describe or define 
them. This leaves the decision as to whether or 
not a particular gift comes within the law, squarely 
to the court and throws the burden of proof on the 
Government. Twenty states have this type of 
statute. oy 

A second type of statute provides,that gifts 
within a specified time of death are presumed to be 
in contemplation of, or to take effect at death, and 
thus throws the burden of proof on the donor’s 
estate, oron the donee. The time limit varies from 
90 days to three years and, in about half of the 
jurisdictions, the gift must have been of a material 
part of the estate. Ten states, and the Federal 
Government have statutes of this type. | 


The third type of statute provides that a gift’ 


PACE STUDENT 


Page 117 


within a specified time of death shall be deemed 
absolutely to be in contemplation of, or to take 
effect at death, and no evidence will be received as 
to the actual nature of the gift. The time specified 
under this type of statute varies from six months 
to six years, and in about half of the jurisdictions, 
the gift must have been of a material part of the 
estate. There is, at the present time, a case in the 
United States Supreme Court arising under the 
Wisconsin statute, which imposes a six year period, 
testing the right of the Government to make such 
a gift taxable. This type of statute is found in 
16 states. 

Another problem of considerable interest is the 
right of the Government to tax life insurance pay- 
able to beneficiaries other than the estate. The 
proceeds of life insurance payable to one’s estate 
obviously form part of that estate but the Federal 
Government and five states seek, in one way or 
another, to include in one’s estate the proceeds of 
life insurance payable to individual beneficiaries. 
This means life insurance of every description, in- 
cluding death benefits of fraternal beneficial 
societies, operating on the lodge system, provided 
the deceased paid the premiums directly or in- 
directly, whether or not he made the application. 

There is considerable doubt as to the legality of 
this type of taxation. The courts of New York and 
Massachusetts have declared against it and only 
recently the United States Supreme Court took a 
qualified position with regard to it in the case of 
Lewellyn v. Frick. Unfortunately, the Frick case 
did not produce a decision of much fundamental 
help. The court said that taxation of this kind 
could not be imposed where the beneficiaries of the 
policies had been named prior to February 24, 1919, 
the effective date of the 1918 Revenue Act. The 
ground of the decision was that such a tax would 
impose unexpected liabilities. The broad question 
was not touched upon but the court said, ‘‘We do 
not propose to discuss the limits of the powers of 
Congress in cases like the present.’’ Therefore, we 
know very little more today than we knew before 
this decision, concerning the right of the Govern- 
ment to construe as a part of decedent’s estate 
money paid to individuals in no way connected 
with the estate, by insurance companies on con- 
tracts made with the decedent. 

The chief difficulties in administering the inherit- 
ance tax are found under the second type of taxa- 
tion, namely that which imposes the tax on in- 
dividual beneficiaries, and in that field, particularly 
with reference to non-resident taxation. The taxes 
on transfers to individual beneficiaries are usually 
graduated according to degrees of relationship and 
amounts involved. In each case certain deductions 
and exemptions may properly be applied. The 
Wall Street Journal recently turned a happy phrase 
when it said that the old maxim caveat emptor 
should be changed into caveat exemptor—let one 
who claims an exemption beware. Certainly, in 
many cases, a properly advised legatee or devisee 


- May secure a substantial saving if he renounces his 


gift instead of assigning it when he wants some 
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other relative or beneficiary to have. the benefit 


of it. 

Non-resident taxation varies from a simple flat 
rate plan to a complicated ratio or proration scheme. 
The simple flat rate plan, usually referred to as the 
Matthews plan, is found in New Hampshire, 
Connecticut, Virginia, and Kentucky. Under it, 
a flat tax of 2 per cent is imposed upon all of the 
non-resident’s personal property within the state, 
without deductions or exemptions. The most 
complicated ratio plan is found in New Jersey. 
There, the tax on the non-resident’s transfer shall 
bear the same ratio to the tax which would have 
been assessed if decedent had been a resident, as 
the taxable property of the non-resident within the 
State of New Jersey bears to his entire property 
wherever situated. The new plan of taxing non- 
resident estates, adopted last month in New York, 
presents difficulties somewhere between the simple 
flat rate plan of New Hampshire and the compli- 
cated ratio plan of New Jersey. 

The complications and complexities of the subject 
have perhaps been indicated in this sketchy talk. 
It is certain that much illegal assessment occurs 
partly because of the ignorance of taxpayers con- 
cerning their rights and partly because the amounts 
involved are frequently too small to warrant litiga- 
tion through to the United States Supreme Court. 

There are, however, many legitimate ways of 
avoiding illegal over-assessment. It ‘is merely the 
part of wisdom to prevent legally avoidable and 
wholly unnecessary losses to one’s estate. No in- 
telligent person who expects to leave $5,000.00 or 
more in his estate can fairly ignore the effect of the 
inheritance tax. To ignore it would be supremely 
selfish because the tax burden will fall upon the 
very persons for whom provision is sought to be 
made by will, or upon the persons to whom de- 
cedent’s property will be distributed, or will 
descend, if he dies without a will. A survey should 
be made during one’s life of his property of all kinds 


This question is 
repeatedly asked, and considerable confusion 
has arisen as to what is the correct answer. In 

this connection, correspondence between an official 

of a banking institution and Mr. Homer S. Pace, is 


if capital stock a liability? 


given for the information of our readers. The 
letter from the official was in part as follows: 

‘‘We should appreciate your furnishing us with 
your opinion as to whether or not capital stock is, 
in a final sense of the word, a liability or an ac- 
countability. 

‘We should also like to have you name three or 
four textbooks that will furnish us with a definition 
tegarding this matter.” 

In his reply, Mr. Pace wrote as follows: 

‘The invariable characteristic of a liability is that 
it imposes an obligation on the part of the one sub- 
ject to the liability to turn over to another person 
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with particular reference to his domicile and to his 
intended disposition of the property. . Surveys 
almost invariably disclose possibilities of very sub- 
stantial savings in inheritance taxation through the 
shifting of investments without loss of either 
security or income. 
assessment of the various inheritance taxes must 
obviously be watched in order to prevent the 
decision of doubtful points in favor of the Govern- 
ment. 

Not so very many years ago, the Government 
imposed a stamp tax on checks of $20.00 or more. 
A check for less than $20.00 required no stamp and’ 
thus the thoughtful citizen was prone to give. 
numerous checks of less than $20.00 rather than 


one check for an amount exceeding $20.00. This . 


was considered an entirely legitimate way of avoid- 
ing the stamp tax and, in 1873, the United States. 


Supreme Court in United States v. Isham said that. 


there was nothing objectionable “if a careful in-. 
dividual having the amount of $20.00 to pay, pays 


the same by handing his creditor two checks of 


$10.00 each.” 
There is ample legal justification for the exercise 
of every legitimate means to avoid illegal over- 


assessments of taxes. Under our present system of 


inheritance taxation, the ways of avoiding un- 
warranted over-assessment are not as easy as the 


one just mentioned concerning the stamp tax on_ 


checks. In fact, our system of taxation is so com-. 
plicated that one of the popular writers in the 
Saturday Evening Post has likened it to a muskrat 
house. On the outside it is round and tight and. 
smooth. But on the inside there are many different 
ways of getting out without getting caught. If the 


taxpayer, however, does not know the ways or if 


he does not have a competent guide, he is sure to. 


get caught and before he is caught his wanderings. 


in the maze of statutes, decisions, rulings, opinions, 


and the like, will make Alice’s trip through Wonder-- 


land seem like a stroll down Fifth Avenue. — 


or organization a certain or determinable amount of 


asset value, either immediately or at some future 
time. 


“Capital stock owned by an individual or an 
organization never comes due to be paid to another 


person or organization at any time. It is a formal 


evidence of the proprietorship of a certain part of 


the capital of a legal entity known as a corporation, 


and is of the same character, although subject to. 
certain distinctive legal controls, as the investment. 
of a sole proprietor or a partner in a business enter- 


prise. It is not a liability. | 
“It happens in the double-entry procedure that 


the proprietorship element is used in conjunction. 


with liabilities to effect the balance or equilibrium 
that is the distinctive characteristic of double-entry.. 


. The association of the proprietorship element, in- 
cluding the corporate proprietorship known as. 


After. one’s death, the actual 


+ - 


te 
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capital stock, with the liabilities in this double- 
entry procedure, no doubt, has brought about the 
confusion that exists with regard to this matter. 
Inasmuch as capital stock is necessarily associated 
with the liabilities on the same side of the balance 
sheet, and inasmuch as the term liabilities is often 
used as a balance sheet caption on the side on 
which the liabilities and capital interest appear, it is 
small wonder that confusion has resulted. 

“T do not recall at the moment having seen in any 
textbook a clean-cut statement with regard to this 
matter. However, if you are desirous of looking 
over what has been written on the subject, I sug- 
gest that you call upon Miss L. Miltimore, librarian, 
of the American Institute of Accountants, 135 
Cedar Street, New York City, who, no doubt, will 
be glad to afford you all the facilities of the library 
for your purpose.”’ 


HE following correspondence between an ac- 
_countant, a brother of a student in the Exten- 
sion Division of Pace Institute, and Mr. 
Homer S. Pace, with respect to the term interest, 
will be of interest to the readers of The Pace 
Student: . 

“T notice in the supplemental questions of 
Lecture 1, Theory and Practice of Accounts, Ap- 
plied Economics and Organization, Question 1 (d), 
my brother answered, ‘Interest is the use of money, 
and is the term commonly applied to the compensa- 
tion for the use of money.’ In correcting the 
answer you put the words, ‘use of money, and is 
the term commonly applied to the,’ in parentheses, 
making the answer read, ‘Interest is the compensa- 
tion for the use of money.’ 

“T have never paid or received interest for the 


use of money.’ I have always received money and | 


not interest. Interest isthe use of money. Money 
is money and not interest. People are heard 
saying ‘I paid rent,’ ‘I paid interest.’ but you do 
not hear people say ‘I paid roast beef.’ Interest is 
the use of money; however, Seager defines interest 
as, ‘Interest is what is paid for the use of capital’; 


Nearing, ‘Interest may be defined as a reward or. 


premium that is constantly offered by the business 
world to those members of Society that will save 
and invest their money rather than spend it.’ 
Beginners in bookkeeping are taught to debit that 
which is received and to credit that which is parted 
with. Following such instructions, when one pays 
for the use of borrowed capital, he charges interest 
(that which is received, being the use of capital or 
money) and credits cash (that which is parted 
with, being the money paid). If the interest 1s 
money paid, as defined in the corrected solution, 
the student would be confronted with the necessity 
of crediting that which is parted with, or interest, 
and would have to charge that which he received, 
or interest. What would become of the necessary 
credit to cash?” 

In answer to the foregoing, Mr. Pace wrote as 
follows: ; 

“T refer you to the Century Dictionary, which I 
presume is our most comprehensive authority. It 
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defines ‘interest’ as payment, or a sum paid, for 
the use of money, or for forbearance of a debt. 
Evidently, according to the Century, and I believe 
in accordance with common practice the world over, 
the term is used to indicate the sum or amount paid 
for the use of money. 

“Your remarks with respect to the use of the 
term ‘interest’ to designate a nominal account 
chargeable with the amount of money paid out or 
to be paid out by reason of the use of borrowed 
capital are interesting. I can hardly see that what 
you say affects the accepted use of the term 
interest. Take another instance—what do we mean 
by the term income? I presume you would agree 
that we mean cash or other asset value received or 
to be received by reason of operations. The asset 
acquired as income would be recorded by a debit 
entry; but it would be entirely proper in double- 
entry bookkeeping to make a credit in a nominal 
account, which could be known as income or by 
any other name that would indicate the nature of 
the account, such as rent, interest and dividends, 
or sales. It is not at all necessary, because income 
means the acquisition of asset value, to refrain from 
crediting a nominal account known as income. In 
the use of the word interest to designate a nominal 
account of an expense nature, it is used like the 
terms. salaries or expense or rent, in each of 
which instances the nominal account merely records 
an asset value that has passed out, or is to pass out 
by reason of the cost incurred. 

‘““We may develop special and restricted meanings 
of terms if we please in double-entry, as we have 
done in the instance of the mechanism of nominal 
accounts. Wecan not, however, as accountants or 
as a mere matter of theory, make over the use of the 
English language. That job is attended to by the 
great mass of people who speak English; and in 
speaking and writing, we are bound to conform 
measurably to usage, the most authentic interpreta- 
tion of which we find in our standard dictionaries. 

“Of course, if one wishes to study the fine economic 
distinctions in such terms as capital, interest, 
rent, and the like, that are made by economists, 
he will find much of interest and something of value. 
We do not attempt, in teaching elementary ac- 
counting, to go very far into many of these fine 
distinctions with which, of course, we are reason- 
ably familiar. We think it is much better to pro- 
ceed to the teaching of the essential principles of 
double-entry.”’ 
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ERHAPS, during your morning shower, you 
P have often wondered how clay could be 

shaped and hardened and how it could be 
given a highly polished surface and be utilized in 
making one feel so much like giving his utmost in 
his daily tasks. Your wonderment probably in- 
creased when, upon reflection, you realized that the 
all-clay bath-tub, the shower receptor, and the 
lavatory are made from the earth itself. 

As a basis for discussion of the accounting pro- 
cedures used in the manufacturing of sanitary 
ware, let us make an imaginary trip through a 
pottery. 

We may profitably start in the cellar, where the 
clay is stored in vast bins as it is received from the 
clay mines. The clay before it is ordered is 
analyzed by the chemist; and the proper proportion 
to mix with other clays is determined. The first 
process in manufacturing is known as ‘‘disintegrat- 
ing.” The clay is placed in a large cylindrical 
blunger, where it is mixed with other clays and with 
the aid of water is reduced to a liquid form. By 
means of pumps it is then delivered to the laun, a 
mechanical apparatus covered with 80 mesh wire 
cloth, over which the liquid clay flows. As the 
mixture flows over the laun, high-power magnets 
draw out any iron that may be in the clay. Iron if 
left in the clay would produce large green spots 
during kiln fire, which would destroy the selling 
value of the completed fixture. After this process 


is finished, the clay is conveyed to an agitator, © 


where it is again mixed. 

It is then pumped to large presses made of hemp 
bags, which are pressed together by a large mechani- 
cal press. In this operation the excess water is 
eliminated. These presses are built on the same 
mechanical principle as the old style letter presses 
were built, differing only in the fact that they are 
horizontal instead of vertical. The pressure leaves 
a cake of clay about an inch in thickness and about 
J8 inches square. 

These cakes are then taken to a large pit, where 
they are mixed by hand with fine grog—old ware 
broken up and ground fine—which adds strength 
and durability to the clay body. It is then delivered 
to a pug, where the final mixing is done, com- 
ing from the pug in a roll about a foot in di- 
ameter. 

The clay is then placed in storage pending de- 
livery to the pressing department; but before the 
presser can shape the piece he must have a form in 
which to press it. We now go to the model and 
inold department. : 


Model and Mold Department 


_. The models and molds are made of plaster of 
Paris. This material was chosen many years ago 
hy ceramists because clay will not stick to its 
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surface, and because it hastens the drying by 
absorbing moisture. 
The artisan mixes the plaster of Paris with water 


_to the desired thickness. He then makes an exact, 


full-sized model of the piece as it will look when 
made of clay. This is called “modeling.” The 
workman is of necessity highly trained. He uses 
extraordinary skill in making the model to insure 
perfect utilization of the completed piece. Blue 
prints are his only guide in this work. 

After completion of the model, it is covered with 
soft-soap. Then, by the application of more 


plaster of Paris shaped over the model, the block- 


mold is produced. The soft soap is used to prevent 
the new plaster of Paris from adhering to the 
model. The block-mold is then used to make a case- 
mold, which determines the accuracy of the model- 
ing and resembles the piece when completed. 
Finally, from the case-mold is made the working 
molds. The model and block-mold having served their 
purpose are destroyed. The number of working 
molds which may be made from a case-mold is un- 
limited. The working molds are now ready for 


delivery to the pressing department. 


Pressing Department 


Upon receipt of the working molds and the clay, 
the artisan begins his work. His first step is to 
work the clay into a usable condition—to suit the 
shape and needs of the particular piece he is 
making. Then he works the clay into the hollow 
forms of the molds. Usually the molds are made 
in several parts in which instance it is necessary to 
fill each part separately, making certain that there 
are no air-spaces left in the clay. This necessitates 
great skill and patience. After the separate parts 
are completed, they are roped together. The seams 


are then gone over and the piece made integral. 


The artisan with care and patience then models the 
interior of the piece. In going through the shops 
one is greatly affected by the interest, care, patience, 
and skill that the artisans exercise in order to make 
the utilization, beauty, and durability of the pieces 
beyond comparison. 

The following morning the molds are taken from 
the piece and the outside is rubbed and finished off. 
This is done to insure a fine, smooth, glazed 
exterior. The piece is then allowed to remain on 
the stilts for a period of from ten to fourteen days. 
During this period nature alone does the drying. 
Up to this period losses are very heavy, and great 
care is given the piece. 


Drying Department 


The piece is now trucked to the dry-rooms, 
where, by the aid of mechanical heating apparatus, 
the piece is thoroughly dried. It is allowed to 
remain here at least two weeks. 
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Glaze Mixing Department 


Before continuing with the progress of the piece, 
let us stop for a few minutes with the chemist. He 
formulates the quantities for the mixing of the 
ingredients and must know the amount of silica, 
sand, quartz, and the like, that the clay contains 
in order that the glaze will properly adhere and 
vitrify. He also formulates the quantities for the 
glazes. In doing so he must give consideration and 
thought to the adaptability to the body. 

We have earlier in the story gone through the 
mixing of the ingredients and now will discuss the 
making of the glaze. The materials used are flint, 
spar, clay, glue, and oxides. These materials are 
thoroughly mixed in a rotary mixer, in which are 
many small balls which aid in the mixing. After 
the glaze is thoroughly mixed, it is stored in large 
refrigerators pending use by the glazing department. 


Glazing Department 


Perhaps it would be well to state here that glaze 
consists of two separate liquids—the pe and the 
glaze proper. 

The piece is now taken from the BPs and 
placed on stilts ready to be slipped and glazed. The 
glazer requisitions the lining from the glaze depart- 
ment and applies it to the surface of the piece. 
This operation is repeated six or more times and 
gives the piece the white finish. The artisan must 
work very fast, or the lining will dry so quickly as 
to make it almost impossible to tell which part of 
the piece has been coated. 

After the lining has been applied, a transparent 
coat of glaze is applied. This glaze is of. glass, 
practically the same as the glass in windows or in 
the cut-glass on your sideboard. The piece is now 
ready for the kiln. 

Kiln Department 


Prior to placing the piece, let us walk through one 
of these mammoth kilns and note its construction. 
You will be surprised to learn that the kiln itself is 
made of clay. The bricks of which the kiln is made 
are fired at the brick factory at a higher heat than 
that at which sanitary ware is fired, and, therefore, 
are able to stand the heat of the fire used in manu- 
facturing of sanitary ware. 

The kiln is really an oven inside another oven; 
i.e. it has an open area between the inner and outer 
walls which permits the heat and gases to pass 
through. This tunnel-like area runs under the floor, 
over the ceiling, back of the walls, and is a passage 
sufficiently large for men to enter. 

The kiln has two doors, one at each end. After 
the ware is placed in the kiln these doors are 
hermetically sealed so that no air can escape or 
enter. The kiln is bound by massive iron girders, 
which control the expansion and contraction of the 
walls caused by the heating and cooling of the fires. 
It has four fire boxes, which are fired with bitumi- 
nous coal. 

Upon the placing of the piece in the kiln, great 
care is exercised, as experience has taught that each 
piece must be considered from its special char- 
acteristics and placed accordingly. 
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The baking of the ware is a most important 
operation. The kiln is fired for a period of a week, 
reaching a temperature of 2300° Fahrenheit. It is 
then allowed to cool. During the period a great 
transformation occurs—that which was a piece of 
raw earth prior to being fired is taken from the kiln 
a piece whose texture has been refined and baked to 
vitrify the body and glaze, resulting in.a fine, 
smooth, polished, white surface, impervious to acids 
—a finished product, ready to be packed and shipped. 

Let us now go to the cost department and 
examine the statements and procedures necessary 
to make a satisfactory record and exhibit of the 
above operations. 


The System in General 

After taking into consideration our visit through 
the factory, and after noting the various depart- 
ments and processes through which production 
must pass, we are ready to discuss the accounting 
system and the procedures incidental thereto. 

The cost system is based on the departmental 
process method of finding costs. Overhead of each 
department is charged to production on the basis 
of direct labor. There are thirteen productive and 
eleven non-productive departments. For each 
there is a cost analysis covering materials consumed 
and expenses incurred in the department. The 
system ties in with the financial books monthly. 
The production is gathered from the pressman’s 
time sheet, and the completion of the piece is 
determined by the kiln report. 


Chart of Accounts 


In order to make the chart clear and comprehen- 
sive, the financial accounts, as well as the cost ac- 
counts, are here included. The mnemonic as well as 
the numerical designation is used for the factory 


accounts. 
Cash _ Balance Sheet Accounts 


Notes Receivable 

Accounts Receivable 

Reserve for Bad Debts 

Salesmen and Executive advances 
Inventory of Raw Materials 
Inventory of Goods-in-Process 
Automobiles 

Reserve for Depreciation of Automobiles 
Real Estate 

Buildings 

Reserve for Depreciation of Buildings 
Machinery and Boilers 

Reserve for Depreciation of Machinery and Boilers 
Kilns 

Reserve for Depreciation of Kilns 
Factory Equipment 

Fire Protection Equipment 

Models and Cases 

Saggers 

Tile and Stands 

Office Furniture 

Reserve for Depreciation of Office Furniture 
Unexpired Insurance _ 

Interest Paid-in-Advance 

Notes payable 

Accounts payable control 
Commissions payable 

Interest accrued 

Wages accrued 

Mortgage 

Capital Stock 


Surplus (Continued on Page 124) 
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Chart of Securities for a Trust or an Individual 


By Miss Anna G. Gross, a Graduate of Pace Institute 


of securities has proved both help- 

ful and convenient, especially when 
many transactions take place during the 
course of the year. An investor natur- 
ally desires to know, at any given time, 
the number and amount of securities he 
has on hand. The chart I have prepared 
(Form 1) is simple in plan, yet it displays 
immediately the record of any security 
on hand—its name, 
market price, the number of shares, rate 
of interest, par value, and the amount 
paid. 

Stock or bond transactions would be 
simple were they confined to the original 
investment and the income drawn there- 
from. Often a person is not satisfied 
with his rate of interest; he may know of 
a safer investment or of a better bargain 
by the purchase of a security -below par; 
or he may be obliged to redeem his 
securities under the terms of the issue or 
because the government or the corpora- 
tion that issued them has decided to call 
them in. At all times it is necessary to 
have an accurate and complete state- 
ment of the accounts, in order to know 


Tors use of a chart for the recording 


& | Richard Thompson Trust 
ae) ~ | 
os m 
: ae < ne Ee | 
| Title of Securities 7 vA | | Par Cost 2 Par New Remarks 
= 2 Sr ep Vale wa : Value |} Cost of | Securi- 
g pe ica Wee ne = | + | Selling : Loss || of {| Securi- | ties 
< x Raed ° i) iS 3 : Gain ° : 
| e am | OB | o 9 wo es rl , Securi-]| ties 
| AY Bea oe = | 3 ties Sold 
A jaa) At | A Zz wR 
1)/Grand Island Co. 8/29/24) 5414/20 M/4_ |20,000/10,850,00 | 1 
2|/U. S. Tire Company e 9844/15 M\714\15,000/14, 737/50 9 
3| French Government +4 100 |30 Mj8 {|30,000/30,000,00). | 3 
4/Sinclair Car Co. . 9114/10 M/714/10,000| 9,150,00/10/10/24/10M| 9034! 9,067/50 4: 
5| American Tire Co. - 4% 10 M/\5 |10,000) 7,543/75)11/15/24)10M} 8634] &,637/50)|1 093/75 5-' 
a 
6| Armour Powder Co. o 94.84/25 MI7 /|25,000/23,710/00)12 /10/24 10M /107.7/10,770 00)/1 ,286)00 25 ,000||23,710/00} “ 17 6 
12/15 /24,15M 105. |15,750 00}/1 524/00 MeSH i , 
7|Union Equipment Co. . 96144) 5 M7 5,000) 4,825/00) 1/15/25) 5mM/101 5,050,00}} 225/00 5,000} 4,825)00) “ 18 Ver 
8| West’n Electric Car Co. c 9434; 2 MI7 2,000} 1,895/00} 1/17/25) 2M|100 2,000,00}} 105/00 2,000}} 1,895}00) “ 19 & 
9|Swedish Government % 100 |25 M/\8 |25,000)25,000)00 rf) 
10| Danish Government . 95 |10 M{8& |10,000} 9,500/00 10° 
11| Western Coal Co. ¥ 100 10 M{7_ |10,000/10,000)00)12 /15 /24|10M\104 |10,400,00H 400/00 10,000)10,000/00} “ 20 11 
12| Radio Corporation z 100 {10 M/714/10,000)10, 000/00 12 
13) Manila Sugar Co. - 100 |15 MI{7 /15,000)15,000)00 13 
14| Mexican Oil Co. " 96 | 5 M/5 | 5,000) 4,800/00 $2988.75 Uninv’d Prin.|14- 
15/Q B K Collaterals 10/24/24) 95 |10 M/6 |10,000} 9,500)00 15 
16|Columbia Pie Co. 11/15/24; 95 |10 Mj8& |10,000} 9,500)00 16 
17|Automat Corporation |12/11/24| 70 |10 M/714/10,000) 7,000/00 17° 
18) Virginia Seed Co. 1/17 /25| 96 5 MI5 5,000} 4,800/00} 3/15/25) 5M/10514| 5,262/50)| 462/50 5,000} 4,800/00; “ 22 8a 
19/ American Can Co. 1/18/25} 95 | 2 MI/7 | 2,000) 1,900/00 ! 19 
20|Standard Auto Co. 12/15/24) 75 {10 M/5 {10,000} 7,500/00 90- 
21|Manila Electric Co. |12/17/24|100 {15 M7 /15,000/15,000/00 91 
22| Citizens Gas & Oil Co.| 3/15/25) 8814) 6 MI5 | 6,000] 5,310/00) 3/27/25} 6M} 100] 6,000/00}| 690/00 6,000} 5,310)/00) “ 24 ; 22 
we 
23) American Tobacco Co.} 3/28/25/100 | 214M/|6 | 2,500} 2,500/00 . 23 
24| Atlantic & Pacific Co. | 3/29/25) 90 5 MI7 5,000) 4,500/00 94. 
- Goodridge Tire Co. 4/15/25) 50 | 5 Mj6 | 5,000} 2,500/00 $212.50 Uninv'd Prin. |25: 
6 
Pa he 
28 28. 
29 29 
30 30 
31 31 
32 32 
33 33° 


date acquired, . 


on any date the profit or loss on a trans- 
action. It very seldom occurs that the 
debits and credits of transactions are 
equal. From the chart, one may ascer- 
tain almost instantly whether there is a 
profit or a loss when there has been a 
sale of an old security and the purchase 
of a new one. 

Let us trace the history of one or two 
investments. Take, for example, on line 
4 of the chart (Form 1) there appears an 
item of 10M Sinclair Car Co. bonds 


purchased August 29, 1924, at 91%, for: 


$9,150.00; these were sold at 9034, less 
commission, or $9,067.50, or at a loss of 
$82.50. A substituted investment was 


made in QBK Collateral bonds at 95 for 


$9,500.00. By referring to line 15, it 
shows instantly they are at hand. 

Let us take a second example: note 
line 7, 5M Union Equipments purchased 
at 9614, August 29, 1924, for $4,825.00; 
these were sold January 5, 1925, at 101, 
$5,050.00, or at a profit of $225.00. A 
new investment was made in Virginia 
Seed Co. at 96, or $4,800.00. Referring 
to line 18, we note they were sold March 
15, 1925, at 10514 or $5,262.50, a profit 


of $462.50. Then 6M Citizens Gas and 
Oil Co. bonds were bought at 88%, cost- 
ing $5,310.00. Referring to line 22, we 
note they were sold March 27, 1925, at 
100, $6,000.00, making a profit of 
$690.00, and a new investment made in 
244M American Tobacco Co. bonds 
costing $2,500.00 and in 5M Atlantic 
& Pacific Co. bonds costing $4,500.00. 
Referring to lines 23 and 24, we note: 
these bonds are still on hand. é 
In the case of the Richard Thompson 
Trust recorded on the chart, $180,000.00: 
in cash was originally taken over. Ob- 
serve that $177,011.25 was invested in 
securities (lines 1—14, inclusive, of the 
Cost column), leaving $2,988.75 in the 
bank as uninvested principal. At the 
present time, due to the sale of old bonds. 
and the purchase of new bonds, the par 
value of securitiés on hand amounts to 
$199,500.00 (total of Par Value column 
minus total of Par Value of Securities. 
Sold column); and the actual cost 
amounts to $179,787.50 (total of Cost 
column, minus total of Cost of Securities 
Sold column), leaving in the bank un- 
invested principal of $212.50 and profits. 


Form 1—Chart of Securities. 
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of $5,703.75 (Total of Gain column, 
minus total of Loss column). 

The disposition of the profits depends 
upon the trust agreement. Normally, 
any profits should be considered as 
an increase in principal and invested 
to yield additional income, unless other- 
wise specified in the wording of the 
trust. 

At all times the excess of the Par 
Value column over the Par Value of 
Securities Sold column gives the total 
par value of securities on hand. Like- 
wise, the excess of the Cost column over 
the Cost of Securities Sold column gives 
the total of the cost of securities on hand. 
The income is usually kept in a separate 
bank account, and will be referred to 
later in connection with a chart for the 
specific purpose of recording income 
payments. 

The amounts of cash shown in the 
Cost column will be exactly the same as 
the checks drawn in the check book to 
the order of the broker, except for ac- 
crued interest, which is not part of the 
principal. At all times, it is possible to 
compare one security with another as to 
invested value and income. It is interest- 
ing to observe the significant changes as 
they occur and to calculate the profits 
and losses for a certain period of time, 
and finally to ascertain at the end of 
the year the actual profit or loss. This 
system saves an enormous amount of 
valuable time in reportingto the Govern- 
ment profits or losses on purchase and 
sale of securities. The information is 
an essential part of Federal income tax 
reports. With the expenditure of but a 
few minutes of time, all the information 
required by the Government may be 
ascertained to show the true profit or 
loss. It is worth while to devote a few 
minutes of time to making one or two 
entries at the time of the transaction, in 
order to save hours and hours of time 
and labor at the end of the year. Every 
broker furnishes a bill of purchase or of 
sale at the time of the transaction; and 
it is easy and simple to get all the in- 
formation required. 

If a person desires to know. the 
maturity date of a particular security, 
the amount of income and the date of 
payment of income, and the serial 
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numbers of the securities, an extra 
column for each may be added to the 
chart. However, this is not the true 
purpose of the chart. There are two 
real purposes: first, to have an accurate 
record at all times of every security on 
hand belonging to a particular trust or 
individual; second, to preserve a record 
of all profits and losses for the purpose 
of the income tax. Each year a list may 
be drawn from the chart, as of January 
1st, of all securities on hand, and a new 
chart then begun with special reference 
to the numbers of the old chart, although 
the new listing of the securities is un- 
necessary unless the exchanges, sales, or 
purchases are very numerous. The 
chart gives the total amount of securities 
on hand, and the latter must agree with 
the principal controlling account in the 


general or private ledger of the trust or 


individual. 

Other systems may be employed in the 
recording of securities. For instance, a 
master card or loose-leaf sheet may be 
used for a summary record of all securi- 
ties; and individual cards or sheets, one 
for each security, may be used for giving 
full detailed information with respect to 
each security. However, cards or sheets 
may be lost or misplaced, and they are 
probably more subject to manipulation 
than would be the record first indicated. 

A separate chart (Form 2) is kept for 
showing the income from the securities. 
Where the income is known and fixed, it 
is entered on the chart under the parti- 
cular month, and checked off when the 
money has been received and deposited 
in the bank. If new securities have been 
purchased during the year, they are 
added .at the end of the list, while the 
record of those sold is eliminated. If 
accrued interest was paid at the time of 
purchase of the new security, the interest 
is indicated in red ink and the full 
amount of the next income payment 
indicated in black ink, the difference 
being the actual ‘amount .of income 
received. 

I have found this system of recording 
securities and the transactions involved 
in buying and selling them very satis- 
factory and with its use there is scarcely 
a possibility of error. The chart is an 


‘original production of mine, having its 
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origin and growth in our office, which 
demands an accurate and up-to-date 
record of transactions. The chart has 
proved extremely helpful and very 
valuable to us; and I trust others who 
may decide to use it will also find it 
helpful and valuable. 


‘ 


An Ancient 
Accountancy System 


NE of the chief aims of Ac- 
countancy is the establishment and 
verification of facts and figures for 

historical purposes. From this point of 
view, Accountancy is as old as civilization 
itself. ny 

Among recent archeological excava- 
tions made in Asia Minor by Dr. Edward 
Chiera of the American School of 
Oriental Research, there has_ been 
brought to light more than 1,000 tablets 
from an old Mittani site. The date of 
the making of these tablets is placed 
about the year 1,500 B.C. 

This collection of tablets is important 
not only because it is the only complete 
collection relating to the Mittani, but 
also because it is the complete written 
record of one family. The tablets are 
apparently a complete file of all the 
written transactions of this one family, 
extending over several generations. They 
record purchases and sales, rent trans- 
actions, contracts of various kinds, 
Marriage settlements, promissory notes, 
payment of wages, private correspon- 
dence, and all other matters of im- 
portance pertaining to this one house- 
hold. - From these tablets the archeolo- 
gist will be able to reconstruct in great 
detail the daily life of a wealthy Mit- 
tanian, his family, servants, and tenants. 

In the light of the above it can be 
seen that the historian, the archeologist, 
and others engaged in this kind of 
scientific research must depend upon 
facts and figures which are the basic 
elements of our modern system¥ of 
accounting procedure. By means” of 
such accounting records, the world can 
never grow old. 


- @ Name of Security SB] Jan Feb March April May June July Aug. Sept. Oct. Nov Dec. | Income 
as 28 ; Annual 
Au$ 1924 8 
20000 | Grand Island Co 4 400 400 $800 
15000 } U.S. Tire Company 7% 562 |50 562 |50 1125 
30000 | French Government 8 600 600 600 600 2400 
10000 | Sinclair Car Co. 714 375 375 750 
10000 | American Tire Co. 5 250 250 500 
25000 | Armour Powder Co. 7 875 875 1750 
5000 | Union Equipment Co. 7 175 175 350 
2000 | Western Electric Car Co. | 7 70 70 140 
25000 | Swedish Government 8 500 500 500 500 2000 
10000 | Danish Government 8 400 400 800 
10000 | Western Coal Co. 7 350 350 700 
10000 } Radio Corporation 7% 375 375 750 
15000 | Manila Sugar Co. 7 525 525 1050 
5000 | Mexican Oil Co. 5 125 iy 125 a “ 250 
192000 2370 1062 |50} 775 1975 500 2370 1062 |50) 775 1975 500 | 13365 


Form 2—Income from Securities 
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PACE STUDENT 


NOTE: No reserves for depreciation 
“are set up for the following accounts: 
Factory Equipment, Models and Cases, 


Saggers and Tiles. These are being con- 
tinually replaced and charged to expense. 


Profit and Loss Accounts 


General Classifications 
.D. Porcelain Department 
4 Wy Vitreous Department 
V.D. Vitrico Department 
1. Fitting Department 


Sub-classifications 
Gross Sales 
Allowances 
Cost-of-Goods Sold 
Return Goods 
Cost of Return Goods 


Cost Accounts 


Factory Control Accounts 
Manufacturing Expense 
Direct Labor 
Indirect Labor 
Goods-in-Process 


Departmental Accounts 


Productive Accounts 
Mold Shop 
Vitreous Slip 
Vitreous Presser 
Vitreous Sagger 
Vitreous Biscuit 
Vitreous Glaze 
Vitreous Glost 
Porcelain Slip 
Porcelain Presser 
Porcelain Glaze 
Porcelain Kiln 
Grinding 
. Crate Making 
Non-Productive Departments 
Power 
Automobile 
General Office 
General Factory 
General Vitreous 
General Porcelain 
. Vitreous General Kiln 
. Finishing and Cleaning 
. Drilling and Fitting 
. Packing and Shipping 


Department Sub-classifications 
1 Porcelain Material 
2 Vitreous Material 
3 Coal 
4 Wad and Sagger Clay 
10 Miscellaneous Material 
11 Direct Labor 
12 Indirect Labor 
13. Wage Increase 
14 Bonus 
15 Executive Salaries 
16 Office Salaries 
17  Salesmen’s Salaries 
21 Insurance 
22 Depreciation 
23- Taxes 
26 Salesmen’s Commissions 
27 Other Commissions 
28 . Catalogue and Advertising 
29 Travel 
40 Repairs 
31 Legal 
32 Donations 
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Cost Accounting Procedure 
in a Pottery 


(Continued from page 121) 


33 Dues and Subscriptions 
34 Supplies 

35 Telephone and Telegraph 
36 Inbound Freight 

38 Outbound Freight 


50 Miscellaneous Expense 


Routine of Customer’s Order 


After the acceptance of the order by 
the credit department, it is sent to the 
billing department, where a copy of it is 
made in quadruplicate, one being used as 
the shipping order, one for office copy, 
one for customer’s acknowledgment, and 
one for salesmen’s copy. 

The shipping order and acknowledg- 
ment are then turned over to the expedit- 
ing department, where such detail as 
determining if the goods are in stock, or if 
they are in the course of production and 
the stage, are ascertained. If the goods 
are not in stock and are not in process, a 
factory order to manufacture is made up. 
This is given the foreman of the press 
shop, who immediately requisitions 
sufficient clay and the proper molds for 
its making. The acknowledgment is then 
forwarded to the customer with approxi- 
mate shipping date. 


IMonthioie sents: . . 1 ea Sees 


Cost 


clay 


Repalrss techies: «.. ae 


DUDDUGE. Fe. sss «>>. 
Miscellaneous Expense........ 


Share of 


Grand Total: 


Production: 
Lbs. of clay made............ 


1921 


per lb. of 


July 


From the factory order is made the 
order to the workman, which is made in 
triplicate. This also serves as a basis for 
determining production as well as the 
worker’s pay. One copy of this form is 
sent to the pay-roll department, one copy 
for the foreman, and one for the work- — 
man. 

After the piece is pressed, the factory 
order is returned to the expediting de- 
partment, where it is placed in a file 
which will automatically bring it to the 
attention of the clerk in charge at stated 
intervals as the piece is coming through 
the various processes. For instance, two 
weeks later it should be going through 
dry-room, where. it remains ten to four- 
teen days, and is delivered to glazing 
department, where it will remain two 
days. It is delivered to kiln, where it 
remains two weeks, then it is delivered to 
finishing deparrment, from there it is 
delivered to shipping room. 

For each of the above moves, the 
factory order is also moved to again 
bring it before the clerk’s attention for 
the next process. The expediting clerk’s 
duty is to see that all the pieces are 
placed through the processes on schedule. 


Handling of Stores 


The physical handling of stores pre- 
sents a problem that is difficult to record 
in an accounting record.: In order to 
make the presentation of the item of 


Year 1920 
Cost 

This per lb. of 
clay 


Form 1 


The aim is to introduce a similar statement for each productive department. 


a 


oo 


1925 


stores simple, we will divide them into 
two classes: first, materials of a bulky 
nature; and second, materials of a 
smaller nature. 

Clay, coal, flint, spar, and glaze, and 
line material fall under the first class of 
stores. Due to their nature, it is not 
only desirable but necessary to store 
these materials where they are the most 
accessible to the departments using them. 
It is difficult, therefore, to establish a 
control over their requisitioning. The 
foremen in the departments are charged 
with the duty of caring for and compiling 
the monthly report of quantities used, 
which are sent to cost department for 
entry. In order not to allow the foreman 
to become careless in his manner of at- 
tending the stores, a systematic monthly 
check of one or more stores is made. 

The stores of a smaller nature are 
placed in bins and receptacles in a store- 
room in charge of a competent stores 
clerk. These stores are issued only on 
requisition. The requisitions are sent to 
the cost department daily, where they 
are priced and extended and filed until 
close of month. Then they are totaled 
and charged through the department 
analysis to the proper departments. 


Labor 


Workers are divided into three general 
classes—skilled, semi-skilled, and un- 
skilled. 

The skilled workers are men who have 
served a number of years in one par- 
ticular branch of the industry, and who 
have become proficient at that particular 
work. They include the mold-makers, 
modelers, pressers, glaze-mixers, body- 
mixers, and packers. Some of these 
employees become so attached to their 
work that one sees them working at 
their bench with an interest similar to 
that of a high-grade artist or sculptor. 

The semi-skilled workers are extremely 
different from the above class, as their 
work depends mainly upon brawn and 
physical endurance. Under this heading 
are the dippers, sagger-makers, slip- 
cellar helpers, shippers, painters, 
polishers, grinders, kiln-placers, kiln- 
drawers, firemen, and kiln-repairmen. 

The unskilled workers embrace all the 
remaining men and include hustlers, 
mold-carriers, coal laborers, clay-carriers, 
saggermen, and ware handlers. 

The skilled workers are paid on a 
piece-work basis, their count being taken 
at close of day by the foreman in charge 
of the department. At weekly intervals, 
the count is sent to the pay-roll depart- 
ment where such checking as price per 
piece, number of pieces made, and exten- 
sions are made, and entry is made on the 
payroll. These weekly sheets also estab- 
lish the original record of production. 
The semi-skilled and unskilled workers 
are paid on the time basis. They puncha 
time clock when they arrive in the 
morning, at noon when they leave for 
luncheon and when they return from 
luncheon, and when they leave at night. 
The foreman in charge writes up the 
number of hours and class of work per- 
formed on a daily time sheet and turns 
it over to the time-keeper, who checks the 
time against the clock card and brings to 
the observation of the foreman any dis- 
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crepancies. After all time has been ac- 
counted for, the daily time sheets are 
sent to the pay-roll department for entry. 


Entering Time 


In the pay-roll department, the time is 
entered daily on collection sheets; each 
man’s time is analzyed and charged to 
the department for which he has been 
working. At the close of each week these 
items are posted to the pay-roll analysis 
under their respective headings. The 
pay-roll analysis is so arranged as to 
absorb charges for a month without a 
new sheet being added. The cost 
accountant takes this summary of the 
pay-roll items and posts the items to 
his departmental analysis sheets. 


Overhead 


Overhead can be defined as that item 
of cost which cannot be directly allo- 
cated to a particular job or process. In 
the treatment of overhead we have 
divided it into three _ subdivisions, 
namely, that which arises from labor, 
that which arises from stores, and fixed 
charges. 

From the pay-roll analyses are col- 
lected such charges as executives’, clerks’, 
and foremen’s salaries and other in- 
direct labor charges throughout the 
factory. When these are compiled, the 
overhead from the employment of labor 
is ascertained. 

The stores report and daily requisi- 
tions are segregated, and such items as 
have not been used directly in manu- 
facture of the product are tabulated and 
the overhead from the use of stores is 
ascertained. ; 

The third source of overhead is that 
which arises from fixed charges, such as 
taxes, depreciation, and insurance. These 
charges are allocated to each department 
on the following basis: Taxes are esti- 
mated at the first of the year and are dis- 
tributed to the departments on basis of 
floor space used. This estimate is 
corrected upon receipt of tax bills. 

Depreciation is divided into two kinds 
—depreciation of buildings and deprecia- 
tion of equipment. Depreciation of 
buildings and insurance on buildings are 
distributed to the various departments 
based on the amount of floor space used. 
Depreciation of equipment and _ insur- 
ance on equipment are distributed on 
basis of value of equipment in the 
department. 

Such miscellaneous charges as liability, 
boiler, pay-roll, and automobile insur- 
ance, are charged direct to the depart- 
ment for which the charge has been 
incurred. 


Monthly Statements 


A series of monthly departmental 
statements are now being formulated. 
These will have as their aim the setting 
up of standards of production and the 
establishing of managerial efficiency. 
This report is illustrated in Form 1. 

An operating profit and loss statement 
is made each month for each of the sales 
lines. This statement for porcelain is as 
shown in Form 2. 
that appear in this statement will now be 
briefly explained. 


The various items - 
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Operating, Profit and Loss Statement 


Month ) gL 192 
Porcelain 
Gross Sales pee hi. eras ons cine $xxxxx 
Deduct Allowances................. xxx 
Net Sales nee tart fai ses Selec XXXxXx 
Deduct, Cost of Goods Sold. ........ XxXXXxX 
Gross \Profitey sane te ek on ere ee XXXXxX 
Deduct. Packing and Shipping 
Expenses.2 enw alt XxXxXX 
Selling xspense meee iene XXxXX 
—— Xxxx 
Neti Proftifor linea. ee ee XXXxXx 
Adds Othen incomes.) eee eet ee xxxx 
Extra Grinding Porcelain............ XxXxxX 
XXXXX 
Deduct: 
Loss on Porcelain Returns,..... xxxx 
Loss on Vitreous Returns....... XXxx 
Loss on Fitting Returns........ XXXX 
Loss on Vitrico Returns........ XXxXX 
——  xXxxx 
Net Profit on operations XXXXX 
Deduct: 
knteres tae set nis eeioasns cores XXX 
Discount and Exchange........ XXX 
a xxx 
Net Profitifor Month’. 7....:.26.5. 20% «5 > XXXXX 


NOTE: There has been shown treatment of 
only one of the sales lines, but as the remaining 
three are treated the same they have been 
omitted for the sake of brevity. 


Gross Sales: Includes all that incre- 
ment accruing from the transfer of title 
of the particular goods to a customer for 
cash or credit. 

Allowances: Includes such items as 
special discounts, allowances on mer- 
chandise, etc. 

Net Sales: 
allowances. 

Cost-of-goods sold: As it takes from 
ten to sixteen weeks to make a piece of 
ware, the cost of goods sold must of a 
necessity be an average of at least four 
months cost. This average is then multi- 
plied by the number of that classifica- 
tion shipped, and when added to the 
other classes gives us the cost of goods 
sold. 

Gross Profit: Is that which remains 
after deducting the cost-of-goods sold 
from the net sales. 

Packing and Shipping Expense: Is 
that expense which accrues from prepar- 
ing the finished product for shipment, 
and includes such charges as packing, 
foreman, addressing, and loading. It is 
distributed to the various Income Classi- 
fications on the basis of units shipped. 
(Each kind of piece has been measured 
and weighed, from which is determined 
its relative units). 

Selling Expense: Is that expense 
which accrues from the effort to interest 
customers in the purchase of the product, 
and includes the charges of commissions, 
salesmen’s salary and expense, executive 
salaries, advertising, proportion of office 
expense, etc. 

Profit for Line: Is that which re- 
mains from the gross profit after the 
above expenses have been deducted, and 
represents the earning capacity of that 
line. 

Loss on Returns: Is that element of 
the selling price of the ware returned that 
is in excess of the cost to produce, and is 
charged to Profit and Loss. 


Is the gross sales less 
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Interest, Discount and Exchange: 
Are items which result from a capital 
condition and need no explanation here. 

A balance sheet is also prepared 
monthly. Inasmuch as this statement 
does not differ essentially from the usual 
type of balance sheet, the form is not 
given. 


Regional Meeting of 
American Institute 
of Accountants 


can Institute of Accountants was 

held in Cincinnati, on May 23. 
Delegates were in attendance from Ohio, 
Western New York, Western Pennsy]l- 
' vania, and Indiana. During the course 
of the meeting a message to the confer- 
ence from Secretary of the Treasury 
Mellon was read to the delegates. 

“In assisting the taxpayer to make his 
return and to prepare his case for proper 
presentation to the government authori- 
ties,’ Mr. Mellon’s statement said, ‘‘an 
accountant is rendering a public service, 
and it is to the interest, therefore, of the 
taxpayer, the government and the ac- 
countant himself, that the service ren- 
dered should be honest and efficient and 
in accordance with the highest standard 
of professional ethics. The American 
Institute of Accountants is doing much 
to facilitate the work of the government 
in so far as practice before the Treasury 
is concerned.’’ 

At the daytime session interesting 
and timely subjects were discussed by 
prominent speakers, among whom were: 
C. R. Whitworth of Chicago, who spoke 
on *‘Misrepresentation”’; Harold Worth- 
ington of Cleveland, who addressed the 
conference on the ‘‘Diversion of Assets”’; 
and George S. Olive of Indianapolis, 
who discussed the subject of ‘“Bank- 
ruptcy.’’ Other speakers at the day- 
time session were John L. Richey, 
manager of the commercial and engineer- 
ing department of the Cincinnati Asso- 
ciation of Credit Men, and Clay Herrick, 
vice-president and credit manager of the 
Guardian Trust Company of Cleveland. 
Mr. Richey advocated restrictive legis- 
lation with respect to the accountancy 
profession. Mr. Herrick emphasized 
the necessity for a complete investiga- 
tion of prospective clients or customers 
by banks and business houses before 
advancement of money or goods. 

The conference ended with a dinner 
at the Hotel Gibson. Jules Gilmer 
Korner of Washington, Chairman of the 
Board of Tax Appeals, and Homer S. 
Pace of New York, Chairman of the 
Committee of Public Affairs of the 
American Institute of Accountants, were 
the principal speakers at the dinner. 

In his talk Mr. Korner described the 
procedures of the board. The board is 
a court and is an independent agency, 
established by Congress to decide on 
appeal income, estate and gift tax 
cases, he said. Since the board had 
been established, 49 per cent of the cases 
coming before it have been decided in 
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favor of the taxpayer, and 51 per cent 
in favor of the government. 

Mr. Korner stressed the point that 
facts should be presented in the briefs 
the accountants filed before the board. 
Accountants, he said, were too prone to 
present conclusions, leaving out the 
steps by which they came to those con- 
clusions. Members of the board are 
more interested in the evidence by which 
the conclusions are reached than they 
are in conclusions as such. 

Indianapolis was chosen for the next 
regional meeting, which will be held some 
time in the fall. 


Book Review 


Cc. P. A. ACCOUNTING—Theory 
Questions and ‘Problems, by George 
Hillis Newlove, Washington D. C., 1923, 
The White Press Co., Inc., 2 vols., XII. 
396 and X 338 pp. each bd., and 1 vol. 
containing Solutions to Problems, divided 
into two parts. 

To satisfy the needs of accountants 
preparing for professional examinations, 
the author has assembled in three 
volumes theory and auditing questions 
and practical accounting problems, which 
have appeared in 335 past C. P. A. exam- 
inations. of the various states and in the 
American Institute of Accountants ex- 
aminations, and he has prepared solu- 
tions thereto. The first two volumes are 
devoted to the stating of the questions 
and problems, with a brief discussion of 
the subject covered, and the third 
volume, which contains the solutions to 
the problems, consists of two parts. 

In his treatment of the various phases 
of accountancy, the author has_ sub- 
divided by chapters the subjects. upon 
which questions have been asked. The 
first part of each chapter is devoted to a 
brief discussion of the subject of the 
chapter which is followed by a list of 
questions and problems upon the subject 
under consideration. Practically every 
phase of accounting theory and practice 
is included for discussion. 

The earlier chapters of the first volume, 
include such general subjects, as the 
field of accountancy, double-entry book- 
keeping, the balance sheet, and the 
profit and loss statement. Subsequent 
chapters include treatment of the various 
types of organization. Several chapters 
are devoted to the discussion of the 
partnership as at its organization, during 
operation, and upon liquidation. A 
chapter is devoted to corporations. 

Later chapters of volume one treat of 
specific subjects such as interest, re- 
serves and funds, bonds, dividends and 
surplus, etc. The material contained in 
the chapter on interest should be parti- 
cularly helpful. Formulae are provided 
for computation of compound interest, 
discount, and annuity payments that 
should be valuable to the accountancy 
student who desires drill and review 
work upon the mathematical procedures 
which apply to accountancy. 

Volume II contains chapters on further 
accounting classifications. A continua- 
tion of the treatment of specific subjects 
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is found in this volume. The classifica- 
tions found in this volume complete the 
treatment of the various phases of 
accountancy, and makes the work of 
the author comprehensive in nature and 
inclusive of practically every type of 


question or problem which is likely to 


arise. 

In each volume there is provided a key 
to bibliographical references which 
enables the student to look further in 
event he desires additional information 
upon a particular subject. 

The third volume, which consists of 
two parts, contains solutions to the 
problems in the first two volumes. There 
is no attempt made in the third volume 
to answer questions on theory. A 
student desiring a complete means of 
review might find himself at a disad- 
vantage if he were compelled to make 
reference to’ other works to secure the 
theory answers. The solutions given 
for the practical problems while generally 
complete do not include detailed explana- 
tions of the steps involved. 

For the student who desires a source 
for questions and problems arranged so 
that he may study them conveniently 
with the brief treatment of the subject 
presented, Mr. Newlove’s work should 
be extremely helpful. 


ABRAHAM M. KAUFMAN, B.A., a 
former student at Pace Institute, New 
York, who until recently was a member 
of the staff of the Imperial Audit 
Company, has opened an office for the 
general practice of accountancy at 25 

Fourth Avenue, New York. 


Qualified 
Péeopie 


may become 


CHARTER 
MEMBERS 
of 
The 
Pace Alumni 
Association 
by siguideen 


The Articles of Association 
on or before September 19, 1925 


There are no dues. Write to 
the Secretary for additional 
information. 

F. M. Schaeberle, 


Executive Secretary, 


30 Church Street, 
New York 
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| | Pace Accountancy Society 


| of New Jersey : 


N the .June issue of The Pace 

Student announcement was made 

with respect to the organization of 
the Pace Accountancy Society of New 
Jersey. The list of the first officers and 
the first Board of Governors was also 
announced in this issue as well as plans 
for a luncheon which was held at the 
Achtel-Stetter Restaurant, Newark, on 
Saturday, June 6th. Mr. Homer S. Pace 
was present at the luncheon and gave 
an interesting talk. The get-together 
was particularly successful. 


The constitution and by-laws of the 
new organization follow: . 


Constitution 


Article I. Name.—This society shall 
be known as The Pace Accountancy 
Society of New Jersey. 

Article II. Purpose.—The objects of 
the society shall be to promote the social, 
educational and general welfare of its 
members. 


Article IIT. Management. — The con- 
trol and management of the society shall 
be vested in a Board of Governors. Its 
business shall be conducted in accord- 
ance with By-Laws, not inconsistent with 
this constitution which may be adopted 
from time to time. 


Article IV. Officers.—The officers of 
this society shall consist of the president, 
vice-president, secretary and treasurer. 


Article V. Membership.—Any person 
who has completed Semester A at Pace 
Institute or the equivalent to such train- 
ing may be eligible for membership. 


Article VI. Meetings.—Meetings shal 
be held as provided for in the By-Laws, 


Article VII. Committees.—Suchcom- 
mittees as are deemed necessary will be 
appointed by proper authority. 


Article VIII. Amendmen ts.—This 
Constitution may be amended at any 
regular meeting of the society in the 
manner provided for in the By -Laws. 


| By-Laws 


Article I. Membership.—Any per- 
son who has complied with the quali- 
fications stated in the Constitution shall 
file his or her name and address with any 
member of the Board of Governors ac- 
«ompanied by a membership fee of 50c. 
(Fifty Cents). Upon acceptance by the 
iBoard a membership card will be issued 
admitting the new member to all the 
Meetings and functions of this society. 


Article II. Board of Governors. This 
Board shall be composed of the president 
and secretary of this society and four 
members chosen from the society at 
large. The term of office of the Board of 
Governors with the exception of presi- 
dent and secretary shall be for two years. 
Two new members to be elected each 
year, to succeed those two whose terms 
have expired. 


The regular meetings of the Board of 
Governors shall be held once a month 
and special meetings may be called at 
the direction of the president or at the 
request of two governors. Three 
members of the Board of Governors shall 
constitute a quorum for the transaction 
of business, and the majority vote of 
those present shall prevail. The presi- 
dent and secretary of the society shall be 
respectively president and secretary of 
the Board of Governors. 

The record of its proceedings shall be 
kept and a report thereof submitted to 
the society at each regular meeting. 

The Board of Governors may delegate 
any of its powers to a special committee 
which it shall appoint for that purpose 
and which shall render a full report of its 
proceedings in writing at the regular 
mieeting of the Board of Governors. 


Article III. Officers.—The officers of 
the society shall perform the customary 
duties pertaining to their respective 
offices. 

The officers shall be elected at the 
annual meeting for the term of one year 
or until their successors are chosen. Ifa 
vacancy occurs in any office the Board of 
Governors shall have the power to elect 
a member to fill such vacancy for the un- 
expired term. 


Article IV. Meetings.—The regular 
meetings of the society shall be held once 
each month at the time and place desig- 
nated by notices. Special meetings may 
be held upon call of the president or 
Board of Governors. Twelve members 
shall constitute a quorum for the trans- 
action of business at any meeting of the 
society and a majority vote of those 
present shall prevail. 


Article V. Assessments and Dues. 
There shall be no regular membership 
dues. The Board of Governors shall 
from time to time make current charges 
or assessments as are found necessary to 
carry on the affairs of the society. 


Article VI. Election.—At the regular 
meeting held in January of each year a 
nominating committee of five shall be 
elected by the members. This committee 
shall at the regular meeting in February 
submit a proposed list of candidates. In 
addition to this, nominations may be 
made by any member from the floor at 
the meeting at which such report will be 
submitted. At the regular meeting in 
March, election of officers and governors 
will take place by ballot. 

Installation of the new officers and 
governors will be held at the regular 
meeting in April. 

Article VII. Rules of Order.—Meet- 
ings of both the society and board of 
governors shall be conducted according 
to the accepted rules of parliamentary 
procedure. 

Article VIIT. Amendments.—The 
By-Laws may be repealed or amended 
by a majority. vote of all members 
present, after a month’s notice has been 
given for the intention to amend. 
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Massachusetts 
Society of C.P.A.’s 


HE Massachusetts Society of 
Certified Public Accountants, Inc., 
celebrated the Twenty-Fifth Anni- 
versary of the Founding of the Society 
by a formal dinner at the Hotel Somerset, 
Boston, on Monday evening, April 27th. 
Following the dinner, which was at- 
tended by about one hundred and fifty 
members and guests, Stanley G. H. 
Fitch, President of the Society and 
Toastmaster, introduced as the speakers 
of the evening Honorable Henry F. 
Long, Commissioner of Corporations and 
Taxation of the Commonwealth; John B. 
Niven, President, American Institute of 
Accountants, representing the Institute; 
Roland W. Boyden, President, Boston 
Chamber of Commerce, and George R. 
Nutter, President, Boston Bar Associa- 
tion. Harvey S. Chase, the first Secre- 
tary of the Society and also a past 
president, delivered an historical address 
covering the origin, growth and develop- 
ment of the Society. Arthur T. Chase, 
Treasurer of the Society, recited a fan- 
tastic ode commemorative of some of the 
leading men of the profession, both 
National and State. 

Other guests present included A. P. 
Richardson, Secretary of the American 
Institute of Accountants, Arthur P. 
Tucker, Assistant Secretary for Public 
Affairs, American Institute of Ac- 
countants, Thomas H. Sanders, Presi- 
dent, Boston Chapter, National Associa- 
tion of Cost Accountants, Frederick H. 
Hurdman, C.P.A. of New York, C. F. 
Seager, President, Georgia Society of 
Certified Public Accountants, and 
Chester M. Foss, President, Maine 
Society of Certified Public Accountants, 
and W. S. Kemp, President. of the 
National Association of Cost Account- 
ants. 

Letters and telegrams were received 
from the Presidents of the following 
State Societies :— 


Maryland Wisconsin Indiana 
Missouri Louisiana West Virginia 
Arizona Virginia Oregon 
California Kansas Washington 
Oklahoma Illinois Montana 
Kentucky Ohio Rhode Island 
So. Carolina District of 

Idaho Columbia 


As evidence of the general interest 
taken by the members in the celebration, 
nine of the eleven living ex-presidents 
attended the dinner. Sterling silver 
pocket-knives engraved with the initials 
of the Society were distributed as 
souvenirs of the occasion. 

From every standpoint the celebra- 
tion was a pronounced success. The 
beautiful and well appointed Princess 
Dining Room of the Hotel Somerset was 
fittingly decorated. The menu was 
above the criticism even of a connois- 
seur. The guests were entertained 
during the dinner by music furnished by 
an excellent orchestra and during and 
following the dinner the crowd engaged 
in some very spirited group singing of a 
high class. 


Page 128 


PACE STUDENT 


Cost Accounting for Banks 


interest with respect to cost ac- 

counting for banks included in the 
remarks of Arthur W. Loasby, presi- 
dent of the Equitable Trust Company, 
who addressed the New York State 
Bankers Association recently on this 
subject. 

Mr. Loasby’s remarks are reprinted 
as they appeared in the June 23rd 
edition of the Journal of Commerce. 

‘Now many of you have your own 
methods of determining costs, and I 
have no desire to upset any of your 
methods or to intimate that my 
plans are better or more complete,” said 
Mr. Loasby, “‘but I shall try to outline 
briefly how we operate our analysis de- 
partment and what it accomplishes in 
the hope that you may possibly profit by 
my remarks. 

““‘Depositors invariably feel that any 
account is profitable to a bank, and I 
think that it is more than 50 per cent the 
banker’s fault that they do. Many 
experienced bank executives themselves 
believe that a fair average balance in- 
variably signifies a profitable account, 
yet the reverse is often the case. Bank 
officials have a weakness for judging 
deposit accounts by their size rather than 
by the sum transferred to profit or loss 
as a result of carrying the account in the 
bank. I venture to say that many of 
your large deposit accounts ultimately 
do not prove as profitable as some of the 
smaller ones, because of the higher rates 
of interest paid, the activity of the 
accounts, and the special service 
rendered. 

“In analyzing our accounts, I do not 
think we need have misgivings regarding 
the possible antagonism of our depositors. 
We are simply allowing ourselves the 
same privilege accorded the manu- 
facturer who figures his cost of produc- 
tion as a part of his selling expense. 
However, we must convince our custom- 
ers of our fairness and sincerity in 
conducting our account analysis. 


A CCOUNTANTS will find much of 


Cost Accounting 


“The analysis or cost accounting de- 
partment in my bank operates on the 
recognized principle that each item en- 
tered on our books entails additional 
expense. The size of a man’s average 
balance in relation to the number of 
items handled for him, while very im- 
portant, is only one of a number of 
factors which govern our final decision 
regarding the status of his business. For 
example, there are to be considered also 
the profits on other accounts carried by 
the depositor in his name, the profit on 
business ‘carried in other departments, 
the profit on accounts introduced or 
controlled by the depositor and the profit 
on business carried in our branch offices. 
On the other side of the ledger we 
scrutinize carefully such items as the 
expense of work done at a loss in other 
departments, expense of printing checks, 
or work done at a loss in any of our 
branches. 

“When an otherwise desirable account 
is showing our bank a loss, we generally 


try to place ‘the account on a profitable 
basis by one of thé following means—by 
requesting the deporitor to increase his 
average balance, or if this plan is not 
feasible, to decrease the activity in the 
account. In many instances a lessening 
of the activity in an account is not pos- 
sible because most business men draw 
checks and deposit items as their own 
business activity dictates. In instances 
of this kind, our final resort is to suggest 
a reduction or discontinuance of interest 
and generally speaking this plan is ac- 
ceptable when the others are not con- 
sidered practicable, Our borrowing ac- 
counts are analyzed every month and 
ordinary balances at least twice a year 
and contrary to the popular opinion that 
the work is conducted by a corps of high 
priced experts, it is really accomplished 
by a comparatively small group of em- 
ployes who have been specially trained 
for the work. 


“TI have been asked if cost accounting 
can be applied to the other major divi- 
sions of a modern bank. It can, but the 
methods employed should be modified 
to fit the circumstances. In our general 
banking department we pay our custom- 
ers for the use of their funds—we pay 
them annually, as I have pointed out, 
twice the amount we pay to our stock- 
holders, so that you can readily appreci- 
ate how necessary it is to definitely 
determine how much we can afford to 
pay on each average balance. The con- 
ditions are difficult in the other depart- 
ments, where our profits are determined 
by the fees we ask for our services and 
the amount we are willing to spend on 
department operating expense. 


Operating at a Loss 


“The ratio of trust department operat- 
ing costs to profits was further increased 
in many institutions because these trust 
services were being used as a bait to 


Institute. 


registration be made. 


New York. 


Accountancy —fall classes, 


both day and evening, are 


now open for enrolment at Pace 


The Registrar announces the 
following opening dates— 


July, 1925 


attract new business for the banking 
department, the business being handled 
at totally inadequate fees. I know that 
a cost analysis in two of the largest New. 
York city trust companies disclosed the 
fact that their personal trust depart- 
ments and their registry and transfer 
departments were running at substantial 
losses. ; 

“It was the introduction of cost ac- 
counting methods in the trust depart- 
ments of some of the large New York 
trust companies which first checked the 
growth of this unsound practice and led 
subsequently to the gradual development 
of a standard scale of fees—a scale offer- — 
ing adequate compensation for the 
responsibilities assumed and the work 
involved, yet moderate enough to allow 
the trust companies to continue to attract 
new business.” 


Brooklyn Credit Men | 
Hear CharlesT. Bryan 


T a recent meeting of the Brooklyn 
Credit Club held at the St. George 


Hotel, Brooklyn, Charles T. 
Bryan of the firm of Pace & Pace spoke 
on “Credit and Credit Frauds.”’ 


Mr. Bryan treated his subject from the 
viewpoint of the accountant and illus- 
trated his talk by cases which had come 
to his attention during his experience as 
an accountancy practitioner. 

J. B. Riggan of the Cheek-Neal Coffee 
Company and president of the club pre- 
sided. | 


The general discussion of the meeting 
was given over to the discussion of 
credit frauds, a drive against which is 
being made by the National Association 
of Credit Men and the American In- 
stitute of Accountants. 


ROLAND M. WIGGINS, a graduate of 
Pace Institute, New York, has recently 
received his New York State C.P.A. 
certificate. 


Evening Division—Monday, August 17th, at 6:00 P. M. 
Monday, September 14th, at 8:05 P. M. 
Daytime Dwison—Monday, September 14th, at 9:15 A.M. 


In order to secure a place in any of these classes it is suggested that early 


The Institute will also organize fall classes in English and in Public Speaking. 
Opening dates of classes in these courses will be announced later. Informa- 
tion with respect to any of the courses presented by the Institute may be 
had upon request to the Registrar. Pace Institute, 30 Church Street, 
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The Accountant’s Legal, Moral, and Financial 
Responsibility | 


The first part of a paper read on April 2, 1925, before the Michigan Association 
of Certified Public Accountants by Richard Fitz-Gerald, C.P.A., of the 
Detroit office of Lybrand, Ross Bros. & Montgomery 


Morals vs. Law 


IVIL law is merely a rule of action for the 
( guidance of people in their relations one with 
another. The moral law, on the other hand, 
is the internal prompting of conscience urging men 
to do right one by another. The civil law is 
synthetic, built up slowly over the ages by man as 
he advanced in his upward struggle from barbarism. 
The moral law is a priori eternal, and flows from a 
source superior to man. The civil law is invariably 
based on moral law but usually falls far short of it; 
in other words, moral responsibility is much higher 
in degree than legal responsibility, and society has 
not yet reached the stage of perfection where it is 
willing to adopt the moral code as the basis of its 
relations. 


Measure of Service 


The individual has an absolute right to conduct 
his affairs and his relations within the strict letter 
of the civil law; to accept it as his highest and only 
code of conduct; to give only what the law says he 
must give, and to exact to the last piece everything 
the law says he must have. The honor, honesty, 
liberty of action, and standing of a person so regulat- 
ing his life may not be questioned; he has conformed 
to the recorded rules of society and is entitled to its 
protection. It is, however, a fact, and a healthy 
indication of man’s progress, that those who give 
only what they must and take all that they may, are 
barely tolerated. Society is ahead of the rules it 
has written in the books, and expects more from its 
members than mere compliance with the civil law. 
The individual is expected to give a fuller measure 
of service than the law requires, and society has its 
own way of punishing those who do not live up to 
its expectations. Reducing the matter to its most 
sordid level, the individual who gives full measure 
of service and is willing to accept full moral respon- 
sibility for his acts and his goods, continues in busi- 
ness and grows prosperous. If he lives behind the 
letter of the law and gives only what he must, he 
may continue to live but he does not prosper. 


Accountancy 


To determine the degree of responsibility im- 
posed on the profession of accountancy by society, 
it 1s necessary to consider the purposes it serves. 
The function of the legal profession is to aid in 
regulating relations between man and man. This 
is also, in a more restricted sense, the function of the 
accountancy profession; in fact, accountancy is an 
off-shoot of the legal profession. In aless complex 
condition of society the work that is now done by 
accountants was done by lawyers, and is still so 
done in primitive and inaccessible communities. 
The accountant, therefore, is charged with responsi- 
bilities similar to those imposed on the legal profes- 
sion, and has both a particular and general duty to 
perform, the former to his client and the latter to 
society in general. . 

For instance, in the preparation of a certified 
balance sheet the accountant is morally obligated 
to consider not alone the interest of his or sEeH ut 
that of society in general, and must ‘idt,’ by the 
suppression or glossing over of essential facts, take 
any chance of misleading any person, togahose 
hands his statements may come. Afthére is A‘thaxim 
of the legal profession: ‘“‘It is to the interest of the 
state that there be an end to li itationy yt WARE it 
is considered that relations entered into with a full 
knowledge of the facts by all the parties seldom end 
in litigation, it becomes apparent that this maxim 
is also a heritage of our profession. 


Moral Responsibility 


Morals may not be reduced to a mathematical 
formula. What one should do or refrain from doing 
must be governed by a decent human feeling for the 
rights of others, by good taste and sound judgment. 
What one must do is in the books and I propose to 
deal with it a little later. 

The question of moral responsibility is neither 
new nor peculiarly our problem. It was discussed 
with no mean skill by oriental shepherds during the 
life of the writer of the book of Job. Saints and 
philosophers wrote and thought about it and never 
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seemed to get anywhere. Their discussions ad- 
vanced in circles, always seeming to begin again 
where they ended. The great emperor, Marcus 
Aurelius, wrote of it 2,000 years ago in words of 
universal and lasting application: 


‘On the occasion of every act ask thyself, How 
is this with respect to me? Shall I repent of it? 
A little time and I am dead, and all is gone. 
What more do I seek, if what I am now doing is 
the work of an intelligent living being, and a 
social being, and one who is under the same law 
with God?” 


Profession vs. Business 


The man whose first object in life is to accumulate 
wealth should not engage in the practice of a pro- 
fession. Business is his field, and, although nowa- 
days business does not succeed financially unless it 
renders full measure of service, the securing of 
profit is its primary object. In the professions a 
man secures his compensation first through a full 
measure of satisfaction in performing skillfully and 
honestly the work that he loves. His first feeling 
must be the interest of his client; his personal 
interests and advantage must take a subordinate 
position; money compensation is merely incidental. 

Professions grew up through the desire of society 
to obtain a highly specialized and skilful service. 
To safeguard the public interest in the first place, 
and in the second to guard the honor of the profes- 
sion, practitioners came together and formulated 
rules of conduct known as codes of ethics. 


Legislation 


Wherever a profession has attempted, by joint 
action or through the medium of legislation, to set 
up barriers or restrictions, unless these were solely 
in the public interest, the profession suffered. In 
the case of the medical profession—I am quoting 
from the statement of a famous physician—in 
modern times they allowed to fall into abeyance 
certain of the healing arts, such as healing by sug- 
gestion, practiced so successfully in ancient times. 
The public, possessing a true sense of values, sought 
for medical assistance of this kind and found it in 
the parlors of psychoanalysts, chiropractors, and 
other irregular practitioners. The physicians in- 
voked the aid of legislatures and courts, and sent 
several of their irregular competitors to the peni- 
tentiaries. However, the people were not convinced, 
and now the medical profession is using successfully 
in their practice all of the healing arts they so 
loudly condemned and so actively endeavored to 
suppress a short time ago. From this struggle the 
medical profession emerged with decreased prestige, 
leaving in the minds of the public a feeling of 
distrust. 

The moral to be drawn from this is that our pro- 
fession should not attempt to secure legislation 
ahead of public opinion, and we should not attempt 
to drive out of business people rendering a service 
along the lines of cost accounting, so-called in- 
dustrial engineering, etc., until and unless we 
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qualify ourselves by education and training to 
render service of this nature. If we at this time 
outlaw those outside of our profession who do this 
work, the public will find the means of punishing us, 
and will walk around our artificial restraints to 
those irregular practitioners. 


Education 


While, as stated above, the accountancy profes- 
sion is an off-shoot of the legal profession, the public 
has sought the accountant for advice and assistance 
in a much wider field, forcing him on to the fringes 
of engineering, banking, and finance, and compelling 
him to rescue from forgotten shelves of university 
libraries dusty works on economics written by men 
cloistered and detached from the practical affairs of 
life. 

I do not believe that the education of accountants 
is keeping pace with their widening duties and 
opportunities for service. I believe some of us are 
taking on duties that we are not qualified to perform, 
and that our failures are resulting, in many in- 
stances, to the disadvantage of our clients and to the 
discredit of our profession. The courses available 
for the training of accountants are not sufficiently 
wide and comprehensive in scope. They should 
include many subjects that are now excluded. The 
standard of preliminary education should be raised. 
The technical part of the education should be 
liberalized and more closely supervised by the pro- 
fession. The older and more successful members of 
the profession are not doing their duty in the 
matter of training their successors. In the legal and 
medical professions it is considered an honor, 
privilege, and high mark of professional esteem to 
be called to lecture in the schools of these profes- 
sions. In our profession, an accountancy school is 
fortunate if it is able to secure as a lecturer one of 
the least competent of our seniors. 

In the oath taken by those who enter the medical 
profession, known as the Hypocratic oath, an 
obligation is assumed to educate those who would 
aspire to enter that profession. It would be well 
for the general public and our profession if we all 
assumed and seriously attempted to fulfil such an> 
obligation. 


Obligation to Broaden Services 


Accountancy is a new profession but the ac- 
countant, as far as he has gone, has played his part 
well. As long as money is the reward and measure 
of enterprise, and as long as achievement continues 


to be measured by any common unit of worth, 


there will always be a place for the art of the 
accountant. Without him the great railroad could — 
not have stretched out across the trackless prairie; 
the Standard Oil Company could not have reached 
out to the ends of the earth; the tall building could 
not have climbed into the sky; nor could Mr. Ford, 
with all due deference to his opinions, create and 
continue to operate at the Rouge and elsewhere. 
Our profession has, however, reached a crisis. 
Service is being demanded from us that is foreign to 
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our experience and training. Business is seeking 
advice and assistance along new lines. This 
country created and brought together the greatest 
aggregations of capital the world has ever known. 
These enterprises, up to the present time, have 
been largely pioneering; they are now settling down 
to an operating basis, and are seeking intensive and 
highly scientific management. They have brought 
to perfection in the application to their enterprises 
the physical sciences and arts, and are reaching out 
through cobwebs and dust to the so-called mental 
sciences in the hope that they may be able to 
harness them with equal success. 

The great fortunes created in the past score of 
years are seeking ways and means of securing 
perpetuity and continuity of identity. People are 
seeking advice and assistance in regard to the com- 
plex and involved tax laws on the statute books of 
the Federal and state governments. Since 1917 
the number of investors in this country has in- 
creased by about 4,000,000. A majority of these 
know nothing about finance; the rights of minority 
stockholders; the incidents and rights, advantages 
or disadvantages of the various classes of securi- 
ties; the fundamentals of security values, etc. 
They are groping for advice and assistance from 
some source that has no interest in the sale of 
securities. All of these classes and many others are 
turning to accountants for aid, and are forcing on 
our profession the acceptance of three alternatives: 


1. To seek a broad and liberal training that will 
qualify us to render the service that is being sought. 


2. Frankly to admit that we are unable to meet 
the emergency, and thus allow this work to pass to 
some other profession. 


3. If we do not adopt one or other of these courses’ 
but attempt to handle matters outside of our ex- 
perience and training, face the fact that we may 
degenerate into the rank of charlatans, and eventu- 
ally disappear as a profession. 

It may have little to do with the subject, but 
there is at the present time a wide demand for an 
advisory service, based on the practical experience 
of the accountant, and a foundation of technical 
education, including the present education of the 
accountant with a more comprehensive course in 
law in addition to the following subjects: 


Fundamental principles of engineering 

Economics—a full course 

Psychology and ethics—three terms 

Sociology—one term 

A short course in the theory of merchandising 
and markets 

A short course in the principles of valuation 

Mechanical drawing—one term 


In our profession we deal with symbols repre- 
sentative of tangible values. We measure achieve- 
ments, rewards, and returns. We must work on the 
minds of those we serve, and the only measure of 
our success is our ability to impress the human 
mind correctly and vividly. With this background 
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are we not the only profession qualified to assist 
industry in dealing with the problems of human 
relations, with the aids to management that are of 
the mind, budgeting, organization, cost accounting, 
bonus plans, pension schemes, and other ideas that 
have to do with incentive and reward? Is it not 
our moral responsibility, as a profession, to break 
with the narrow concept of our beginning, and to 
prepare ourselves for the wider and more helpful 
field to which society is calling us? 


Summary—Morals 


I have tried to show that the accountant is 
bound in morals: 


To equip himself for the practice of his profes- 
sion by securing the best education—preliminary 
and technical—available. 

To accept full responsibility without reservation 
for his professional acts. 

Never to do anything that might be contrary to 
the public welfare. 

Never to do anything for a client that might mis- 
lead or result in injury to a third party. 

Never to do anything that might prove harmful 
to the profession of accountancy. 

To subordinate his personal interests to those of 
his client. 

To strive in every way to increase the usefulness 
of his profession to sociéty. 

To perpetuate his profession by educating his 
successors. 


In our individual professional acts we have a 
duty to our client, the public, and our profession, 
and, asa profession, we havea duty to contemporary 
society and to posterity. We shall be trusted and 
grow in influence and power as individuals and as a 
profession in direct ratio to the degree of responsi- 
bility we are willing to accept and the manner in 
which we meet the obligation. 


(To be concluded in the next issue) 
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TUDENTS of accountancy are quick to realize 
that every industry and form of business 
activity has accounting problems peculiar 

to it. The Pace Student presents in its issues 
articles describing the accounting procedures of 
various phases of business, as it is essential to the 
broad understanding of the subject that the funda- 
mental differences be understood. The basic 
accounting principles which make up the founda- 
tion and the refinements for the particular industries 
are often interchangeable. 

As a few outstanding examples of business activi- 
ties with distinctive accounting procedures the 
following may be cited: 

Stock Brokerage 

Banking 

Insurance 

Merchandising 

Extractive industries 

Manufacturing — Synthetic type. 

manufacturing) 

Manufacturing — Analytic Type. (Breaking 

down into major and by products or joint 

products) 


Each of these general classifications may be 
broken down into further subdivisions such as the 
insurance group. Under this general heading 
come the different kinds of insurance—Marine, 
Fire, Life, Credit, Liability, Casualty, etc., having 
distinctive accounting problems of their own, but 
all coming under the general principles of insurance 
accounting. 


(Ordinary 


The refinement may be carried even further—to 


the point where no two life insurance companies 
will have exactly the same problems or accounts, 
just as no two manufacturing plants producing the 
same product in the same locality will have identical 
problems to face, but the principles of life insurance 
accounts and of the particular manufacturing 
industry will hold in each case. 

The object of this article is to discuss the general 
principles of insurance accounting. 


Chief Characteristics 

Probably the chief distinguishing characteristic 
of insurance accounting is that the operations 
cannot be terminated at the end of the fiscal year. 
Each form of insurance has its cycle of operations 
ranging from short periods into many years, depend- 
ing upon the kind of insurance, and these cycles 
must be completed before definite conclusions can 
be drawn. 

The year in which the risk is taken is called the 
underwriting year, but it may require several years 
thereafter before all the possible losses have 
occurred and the final results of the underwriting 
year known. For example, a company having a 
three year cycle may write $1,000,000 of insurance 


Insurance Accounting 


By H. L. Gibson, Secretary of the American Manufacturers Foreign Credit Underwriters 
Inc., New York City 


August 


in 1919, and find its loss experience to be as follows: 


Insurance written in 19197) eee $1,000,000 
Net losses occurring in 1919... $1,000 


Net losses occurring in 1920... 3,000 
Net losses occurring in 1921... 5,000 
Net losses occurring in 1922... 1,000 


Total net losses on 1919 business $10,000 


The loss ratio of this company on 1919 business 
10,000 
would be ————_, or 14. 
1,000,000 

books at the end of the fiscal year, reserves are set 
up to provide for losses which may be expected to 
occur thereafter on that year’s underwritings. The 
amount of the reserves are based on the experience 
of many years and subject to careful review at all 
times. It will be seen from the above example 
that $9,000 of losses occurred subsequent to 1919, 


~ 9000 
1,000,000 — 


In order to close the 


._9% of the amount written. If in 


1920 the same business writes $2,000,000 of insur- 


ance, and, under similar conditions, an additional 
reserve of .9% of $2,000,000, or $18,000, should be 
set up at the end of 1920 to care for losses. In 
actual practice a slightly higher rate for reserves is 
used or else a heavy contingent reserve is carried 
for the sake of conservatism and for abnormal losses. 

The proper understanding and full realization of 
loss reserves is probably the most important 
feature of insurance accounting, and the lack of 
accurate interpretation of such figures is responsible 
for most of the failures of the new and younger 
insurance companies. 

In the following operating statement column (a) 
represents the income and expenses as they ap- 
peared at the close of the underwriting year 1919. 
It is assumed that the business has a three year 
cycle, and column (b) represents the same operating 
statement at the end of the cycle, or at the close of 
the year 1921. The percentage of the operating 
expenses, or burden, and percentages of losses to the 
insurance written are shown in brackets. 


Operating Statement for Year 1919 
(a) (b) 


Wrtmgs: 0am... (ieee $8,000,000 $8,000,000 
Income 

Preminnisaae.. ., eee 160,000 160,000 
Expenses 

Burden (44 of 1%)..... 20,000 20,000 

Losses in 1919 (14 of 1G) 40,000 40,000 

Losses in 1920 (1%).... 80,000 

Losses in 1921 (14 of 1G) 40,000 

Total Expenses........ $60,000 $180,000 

SULDINSE eae een ae $100,000 $20,000 * 


*Deficit 


925 


This statement brings out very clearly the 
importance of reserves as it shows a surplus of 
$100,000 at the end of the fiscal year 1919, yet three 
years later that same surplus developed into a 
$20,000 deficit. Had the Company set up proper 
reserves, i.e. 119%, or $120,000, in 1919, the deficit 
would have been immediately apparent without 
taking three years to find it out. The company 
might still be able to operate in 1922 by meeting the 
deficit out of later premium income, although that 
income should be held in reserve for losses which 
will occur on the writings from which that later 
income is derived. Every underwriting -.year 
should stand on its own feet, and the income on that 
year’s business should take care of its own burden 
and losses. Otherwise, the company is insolvent, 
although it may continue to operate, since the true 
test of solvency is that the company can meet all 
of its burden obligations and losses if operations 
should suddenly cease with the consequent ending 
of further premium income. If the margin between 
losses and premium income is too great, the cumula- 
tive losses from past years may overtake the 
premium income even for the current year, and the 
business may have to cease operations, or the same 
condition may be brought about by a period of 
slackened business or abnormal losses which will 
give the losses a chance to catch up with the 


premium income. 


Premium Reserves 


It is quite essential to draw conclusions before 
the completion of the cycle in order to determine 
whether or not a certain phase of the business or 
possibly a new form of policy is profitable so that it 


may be emphasized or discontinued according to 


the results. To get a complete picture, relation- 
ships are established both tothe insurance written 
and to premium income which involves a distinction 


between expired and unexpired insurance and 


earned and unearned premiums. 

Expired insurance, as the name implies, means 
that insurance on which the term has matured as 
of a certain focal date. For example, if on January 
1st, $15,000 of insurance is written with a term of 
two months and $10,000 with a term of four months, 
then on March Ist there will be $15,000 of this 


business expired and $10,000 unexpired, or insurance 


in force as it is often called. With many risks 
assumed on different dates with varying maturities 
it is important that the accounts reflect at all times 
the insurance in force. 

Earned premiums are premiums which apply on 
the expired insurance. The unearned premiums 
represent the portion of the premiums applying on 
the insurance in force. Just as in other forms of 
business, profits should not be taken until earned; 
sO in insurance the premiums which are usually 
paid in advance should not be absorbed until 
earned. 

To draw conclusions either on any phase of the 
business or on the business as a whole, the ratios of 
the expense and loss items to the expired insurance 
and earned premiums will provide the desired 
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information. The following example illustrates the 
point: 
Insurance written during the month of January, 


1924 MBs 5 SOM ge Webi Ss 6 ain hateg eRe oe re te $10,000,000 
Of this business the expired insurance on June 1, 

Me CAREERS) Recife, oe ree net) $5,000,000 
Total premium income on J anuary business..... $200,000 


Therefore the earned premiums June 1, 1924, were $100,000 
It is desired to find the experience on January’s 

business on June Ist. 
% to Expired % to Earned 


Insurance Premiums 
($5,000,000) ($100,000) 
mosses ($50,000) wee oe. eek... 1.0% 50.00% 
Burden 4 Sales Expense ($10,000) 129, 10.00% 
14 Underwriting Expense ($15,000) 3% 15.00% 
¥4 Overhead Expense ($5,000)... Lo 5.00% 
1.6% 80.00% 


This statement shows that the loss ratio plus the 
burden ratio as of June lst was 1.6%, and, com- 
paring this with the rate charged on the business 
written of 2%, leaves a margin of .4% for profit. 
The percentages to earned premiums show that iy 
of the premiums go to the payment of losses, and 
30% to the operating expense, leaving 20% for 
profit. Under similar conditions for the latter half 
of the year the company can expect to make in all 
4% of $10,000,000 or 20% of $200,000, amounting 
to $40,000 for profit on January’s business, which 
must likewise take care of the contingency of 
abnormal losses. It will be noted from the state- 
ment that only 4 of the burden expenses have been 
applied, or the proportion of the expired to the un- 
expired insurance. Obviously, it would reflect an 
undue burden to apply the entire expense to only 
the earned premiums. 

There are many complications which enter into 
this comparison in actual practice according to the 
kind of insurance. In some cases the losses are not 
known until sometime after they have occurred, 
but the time allowed for reporting losses is usually 
limited by a clause in the policy. Other forms of 
insurance have a salvage feature which must be 
considered where the loss plus the salvage expense 
less the salvage recovered constitutes the net loss. 
Where some time is required to effect the salvage, 
the net loss may be estimated either from past 
experience or on the merits of the individual case 
in order to predetermine the results. 


Balance Sheet Reserves 


The reserves usually shown in the balance sheets 
of insurance companies consist of unearned premium 
reserves and general reserves. The unearned 
premium reserves, as explained before, are to with- 
hold the profits until they are earned, and they 
should take care of the normal losses on the busi- 
ness in force at the time of preparation of the 
statement, as the premium rates should be figured 
over and above the normal loss experience. 

General reserves are in the nature of contingent 
reserves to protect the company against abnormal 
losses which may occur from periods of economic 
depression or other adverse circumstances. The 
true test of an insurance company is its ability to 
weather a storm of extraordinary losses, and it is in 
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such times that the value of insurance is most 
appreciated. 

As a result of these heavy reserves, insurance 
companies have large sums of cash on hand for 
investment which makes up one of the major 
functions of insurance operations. The following 
tabulation emphasizes the importance of invest- 
ments of life insurance companies: 


1 . 
Income from Income from Disbursements 


Year Premiums | Investments Total otal 

1917 $928,000,000 $320,000,000 | $1,248,000,000 $845,000,000 
1916 846,000,000 278,000,000 1,124,000,000 790,000,000 
1915 784,000,000 258,000,000 1,042,000,000 767,000,000 
1914 | 748,000,000 240,000,000 988,000,000 708,000,000 
1913 715,000,000 210,000,000 925,000,000 659,000,000 
1912 | 672,000,000 221,000,000 893,000,000 628,000,000 


The above table shows that an average of 25% 
of the income of life insurance companies is derived 
from investments. In many individual instances 
insurance companies make no profit from their 
premiums, but depend solely upon their investment 
income for their profits. 

In addition to reserves, it is quite common for 
insurance companies to provide for abnormal losses 
by re-insurance. ; 

Re-Insurance 


Most of the insurance companies that carry large 
risks will distribute a portion of these risks among 
other insurance companies. This is called re- 
insurance and the basis for the proportionment 
varies with the terms of the re-insurance treaties in 
effect. A common form of re-insurance distribu- 
tion is on the individual risk assumed. One com- 
pany may say that it will re-insure with another 
company all in excess of $100,000 of the individual 
risk assumed. On this basis, if a $150,000 policy is 
written, the re-insurance company will take $50,000 
of the risk. The treaty may read that the re- 
insurance company will take 80% of the excess 
which, in this case, would be $40,000, or any other 
combination may be made the basis for the re- 
insurance treaty. 

Another common form of apportionment is on 
the basis of a portion of all in excess of a certain 
amount of the total insurance in force rather than 
on the individual risk. The re-insurance company’s 
portion of losses are determined on the basis of the 
treaty. If in the latter case the re-insurance com- 
pany assumes all of the insurance in force in excess 
of $10,000,000, and, at the time of a loss, there was 
$12,000,000 in force, the re-insurance company 
would pay of the loss. 

The compensation to the re-insurance companies 
is their portion of the premiums less a discount 
which is usually allowed the original company for 
operating expense, as the re-insurance company has 
practically no sales or clerical expense in connection 
with the transaction. If a re-insurance company 
takes 1 of the risk on a $10,000 policy on which the 
premium is $2,000, it will receive 14 of the premiums 
less a possible discount for operating expense of 
20%, or a premium of $800 as its compensation. 

The accounts between the original company and 
the re-insurance company are kept by the prepara- 
tion of a bordereau at regular intervals. The 
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bordereau is nothing more than an account 
current rendered by the original company to 
the re-insurance company, regularly showing the 
amounts in which the re-insurance company is 
involved and its proportionate premium. 


In General 


This discussion has of necessity been very general 
in its nature covering the significant features of 
insurance. In practice many ramifications, and 
complications enter into the application of the 
principles set forth, dependent upon the kind of 
insurance with the varying periods of risk, kinds of 
losses, nature of hazard, etc. In some insurance 
the premiums continue from period to period in 
the form of renewals, and all of these renewal pre- 
miums must be charged back and added to the 
initial premium to get the true results of any 
underwriting year. 

Statistics play a very important part in all 
insurance. Premiums are predicated on the law of 
averages, which requires many years and hundreds 
of thousands of transactions to establish. The 
Hollerith tabulating cards are commonly used to 
obtain these statistics. Cards are punched for 
each transaction showing the amount of risk, 
premium, rate, nature of risk, etc. Similar cards 
are punched for the losses showing amount of loss 
gross and net, cause of loss, nature of risk, etc. 
Over a period of time these cards accumulate and 
furnish a vast store of information from which 
valuable statistics may be drawn at any time; 
such as the causes of losses, comparison of losses 
by location, by premium rates, by nature of risk, etc. 

In the first part of this article the fact was 
emphasized that the underlying principles of 
accounting make up the foundation for the refine- 
ments and amplifications found in various indus- 
tries. It will be seen that the operating statement 
for insurance companies is quite comparable to 
the profit and loss or operating statement of the 
ordinary merchandising business. The amount 
of insurance written is similar to the physical 
volume of business handled, such as tons, bbls., etc., 
and the premium rates are similar to the price per 
unit—the price ‘per ton, per = bDijetouenne 
premium income represents the sales, and the 
losses remind one of the cost of goods sold giving 
as a difference, the gross margin. The burden 
expense is of the same nature as the operating 
expense, leaving the operating profit to which 
must be added or subtracted the non-operating 
income or expense, including interest, taxes, etc., 
giving finally the surplus net profits to take care of 
dividends and profit left in the business. 

The balance sheet of insurance companies is 
similar in every respect to the ordinary balance 
sheet, except that the reserves are much larger 
because of the peculiar nature of the business. 
The statistics used in insurance should be developed 
similarly for other forms of business in order to 
make a complete study of operations, although 
they are more important in insurance because of 
the length of time required before results are known. 
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The Editor’s Letter Box 


HE following inquiry, originating in a foreign 
country, and the reply of Mr. Homer S. Pace 
will, we are sure, be of interest to our readers: 

“TI assume that you are acquainted with the 
sudden failure, with a large deficit, of one of the 
banks in this country. For this reason, they are 
now speaking of making compulsory the auditing 
of the accounts of banking institutions; and, as 
usual, they speak, in a more or less vague manner, 
of what is done in foreign countries. 

“T have some reference matter on this subject, 
but I should be very much obliged if you can send 
me some specific data regarding the control of 
corporation accounting, etc., in the United States. 

“In a more concrete manner, we can boil this 
down to the following questionnaire: 


“1. Is it compulsory in the United States to 
audit the accounts of corporations? Who does this 
auditing in banking institutions? Who does this 
auditing in other corporations? Are partnerships 
and private banking institutions subject to the 
same regulations and, if in the affirmative, who does 
the auditing? 

“2. Is there in the United States a society, such 
as the Chartered Accountants of London, which 
has charge of these audits? 


«3. In case there is in the United States such a 
society, has it official standing, and who gives it its 
official standing? Is there any law in the United 
States authorizing these societies of accountants to 
give the title of auditor? 

“4. What guarantee do these auditors give that 
their certification is true? 

‘“You can see that there are many questions to be 
answered, but they all relate to the same matter— 
that is, to get a clear idea of the official control that 
exists in the United States over the accounts of 
corporations and of individuals. In addition, I 
shall be obliged if you will kindly send me whatever 
books and magazines you can find that will give 
us this information.”’ 

Mr. Pace’s reply was as follows: 

“Your interesting inquiries of June 19th, are 
before me. I shall do what I can, with the limited 
time I have available on the eve of my vacation, 
to give you the information you seek. The matter, 
I fear, will be a bit complicated—our scheme of 
government by which federal and state banks 
work side by side within the various states is likely 
to be confusing. 

“First, we have two classes of banking organiza- 
tions—those organized under the laws of the 
Federal Government, known as National Banks, 
and those organized under the forty-eight state 
governments or under the government of the 
District of Columbia, known generally as State 
Banks. The state organizations include, in addi- 
tion to ordinary banks, trust companies, savings 


banks, and building and loan associations. Banks, 
both Federal and State, are required to maintain 
certain reserves in cash, in order to protect deposi- 
tors, and are limited as to the character of loans 
that may be made. 

‘‘Compliance with the banking laws, both Federal 
and State, is enforced by special officers of the 
government and states, known as bank examiners. 
The federal bank examiners make periodical 
examinations of the federal banks, located through- 
out the entire country; and the state bank examiners 
perform a similar service with respect to state 
banks. 

“The official examiner determines whether or 
not full compliance is made with the laws. He 
makes, in effect, an audit of assets and liabilities, 
and tests the bank on every point that affects its 
solvency—amount and character of assets, char- 
acter of loans, losses from bad debts, and the like. 

“We have few, if any, laws in the United States 
that make it necessary for a corporation, whether 
a banking corporation or otherwise, to have its 
accounts audited by public accountants. The 
Federal Government requires national banks to 
file reports, and the various state governments 
require each corporation, whether a banking 
corporation or otherwise, to file an annual report, 
which includes a balance sheet. There is no pro- 
vision, however, that the accounts must be audited, 
or that the balance sheet thus filed must be verified 
or certified by accountants. 

‘Under English law, each company (corporation) 
must appoint an auditor, by a vote of the stock- 
holders, who audits the accounts and makes a 
report to the stockholders. There is no provision 
that an auditor must be a chartered accountant or 
an incorporated accountant (the two principal 
classes of public accountants in Great Britain), 
but it is the accepted practice that an auditor must 
be either a chartered accountant or an incorporated 
accountant. I do not know whether any distinc- 
tion is made between banking corporations and 
other corporations in English practice, but I pre- 
sume each company, no matter what its character 
may be, must employ an auditor who reports to the 
stockholders. 

“In American practice, it will thus be seen, 
information is obtained by official examiners. Of 
course, if a bank’s affairs become tangled, the 
recommendation is often made by bank examiners 
that public accountants be employed to straighten 
them up. Many of our banks voluntarily have 
their accounts audited periodically by certified 
public accountants. 

“In England, the association of chartered’ 
accountants is a non-profit corporation, organized 
by special charter. The members must pass 
examinations conducted by the association and 

(Continued on page 143) 
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Accounting Features in the Dye-Making Industry 


Graduation Thesis of Herman T. Hagren, Pace Institute, New York 


in the United States, at least on an extensive 

scale, does not date farther back than to the 
World War. Before that we were entirely depend- 
and upon Germany for such products; and when 
she was forced to retire from the high seas, a short- 
age immediately occurred. When it is considered 
that the shortage consisted not only of dyes, but 
also of such coal-tar products as medicines, disin- 
fectants, photographic chemicals, 
paints and inks, materials for flavors and perfumes, 
explosives, and other essential articles, the im- 
portance of a new source of supply became at once 
apparent. Since it is from coal, with which this 
country is well supplied, that the necessary ele- 
ments are obtained, investigations were made to 
ascertain the proper method of manufacture. 
Bee-hive coke ovens, wasteful in that no by- 
products are obtained when coal is converted into 
coke, were done away with and by-product coke 
ovens substituted. Through them, ‘‘crudes,’’ neces- 
sary in the manufacture of intermediates, are 
obtained. The intermediates, in turn, form the 
basis of the concentrates and finished dyes. 

So rapid has been the progress in this industry 
that the production for the year 1920 exceeded our 
1914 imports. Much remains to be done; for, 
although, according to the 1920 report of the United 
States Tariff Commission, 360 colors are now made, 
we have had to depend upon imports for some of 
our needs. A great deal of prejudice existed and 
still lingers against the use of American dyes, 
occasioned to a large extent by German propa- 
ganda; but, as chemists and dyers freely admit, 
many of our dyes are equal or superior to the 
German dyes, and it can be definitely stated that 
this industry is here to stay. 

In the manufacture of dyes, which is the only 
element we will consider, there are four distinct 
stages—crudes, intermediates, concentrates, and 
the standardized or finished colors. By this it is 
not meant that there are only four steps; but the 
products resulting from a number of more or less, 
intricate processes can be divided into four classes 
although each stage is dependent upon the one 
immediately preceding. Thus the crudes—by- 
products resulting from the conversion of coal into 
coke in by-product ovens—when combined with 
certain other materials form intermediates. The 
intermediates become the basis for the concen- 
trates; and the concentrates become the basis for 
the finished dyes. A firm handlifig the manu- 
facturing from the coal to the dyes must of necessity 
be of large size, and very few such firms exist in 
this country; and where the controlling interest is 
in the same parties, usually two or more separate 
incorporated companies exist in order that each 
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may succeed or fail on its own merits.. Even these 
firms do not consume all the material themselves 
in the different stages, but sell to outside corpora- 
tions; so that the products may be obtained in any 
of the stages in the open market. The majority, 
however, are concerned only with the manufacture 
of some particular stage or stages, and it is of a 
concern making concentrates and finished colors 
that this article will particularly treat. 

No attempt will be made to describe the processes 
used in manufacturing concentrates, which are 
intricate and vary with each concentrate; but some- 
thing on the conversion of the concentrate to the 
finished dye is deemed necessary. The main dif- 
ference between the two stages is in the strength of 
the products. Additional raw materials, of which 
salt is the most important, are added to the concen- 
trate to make the marketable dye. Given a com- 
paratively few basic colors, a large number of shades 
and colors are made merely by mixing one with 
another in varying quantities and strengths. For 
this last step, machines of various sizes, built very 
much like ordinary concrete mixers, are used. 
Laboratory analyses have been made ofthe materials; 
so, with the aid of the dye formulae, it is merely an 
arithmetical operation to arrive at the various 
quantities going into the mixers. When these have 
been running for a certain length of time, further 
laboratory tests are made; and if the colors are 
found satisfactory, they are put into barrels and 
sent to the warehouse for storage or shipment. 

Our interest is in the accounting procedure, 
however, and we shall take up the question of costs, 
considering only those statements and procedures 
that are peculiar to this industry. An elaborate 
and detailed system of records is essential if the 
management is to be kept informed in all those 
particulars that would ordinarily be deemed essen- 
tial; for competition is keen and profits are small 
and all leaks must be stopped. The profit and loss 
outcome must be shown on each color to ascertain 
(1) whether or not a gain is being made, (2) whether 
or not the results are all they should be, and (3) 
whether or not it would be a better policy to 
purchase in the open market instead of manufac- 
turing. In an industry so new, and where develop- 
ment is so rapid, a certain amount of loss may be 
inevitable during the experimental stages; but if 
there is a good demand and market, steps-to over- 
come this unfavorable showing must be taken. 
This can only be done when the exact state of 
affairs is known. This makes it necessary that 
prime cost, factory overhead, and administrative 
and selling expenses be so recorded that an analysis 
can be made of each item and a basis for an equit- 
able distribution established. Nor must it be lost 
sight of that the purpose of the business, as in the 
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case of all others, is the realization of a profit on 
the various products; so the necessity of prorating 
the cost elements to each color is apparent if the 
exact status is to be known. 

The books are closed monthly, and the book- 
keeping entries are then made in summary form by 
means of journal vouchers. At the end of the 
month, also, statements are furnished the man- 
agement, among which are the following: 


I. Expenses 
A. Monthly 
1. Summary 
2. Detail 
B. Yearly to Date 
1. Summary 
Zu loetai 


II. Cost of Concentrates Manufactured 
A. Monthly 
1. Summary 
2. Detail 
B. Yearly to Date 
1. Summary 
2. Detail 


III. Production Costs of Standardized Colors 
A. Monthly 
B. Yearly 


IV. Shipments, Returns, and Profits 
A. Monthly 
B. Yearly 


V. Inventory of Standardized Colors 


Expenses 


The expenses, which cover all indirect overhead 
of factory, and administrative and selling expenses 
are shown in summary form on one sheet, support- 
ing which are itemized statements for each class of 
expense. From the form used to present the item- 
ized expenses (Form 1), it will be seen that informa- 
tion is available as to labor, material, total, cost 
per pound this month and last month; and in 
connection with labor, the average men employed 
daily this month and last month. The bottom of 
the form shows the distribution or accounts to 
which the expense is charged. Similar forms are 
used for the following expenses: general office, 
works general, laboratory, handling supplies, co- 
operage, shop, shipping and trucking, steam, and 
mixing. Selling expense is handled slightly dif- 
ferently for results are available not only in total, 
but also by salesmen. There is no grouping of the 
individual items of which each expense is composed, 
other than in the manner in which they appear in 
the book of accounts. This greatly reduces the 
labor of transferring the figures from the analysis 
sheets, for no recasting or different grouping is 
necessary. 


Cost of Concentrates Manufactured 


The forms of detailed statements rendered in the 
case of “Cost of Concentrates Manufactured”’ are 
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shown by Form 2 and Form 3, one set being used 
for each concentrate manufactured. Form 2 takes 
care of direct labor, repairs, and maintenance of 
the machinery, equipment, and buildings used in 
the different operations. Form 3 shows the 
detail of the raw material used, operation expense, 
containers, spoilage and waste, manufacturing over 
head, total production cost, and other information. 
The detail of the operation expense is contained in 
Form 2. Containers represent barrels withdrawn 
from stores and into which the concentrates are 
placed when manufactured, so that they can be 
conveniently handled. These barrels when emptied 
of their contents are returned to the cooperage 
department, where they are recoopered, for hand- 
ling tends to loosen the staves and hoops, rendering 
them unfit for further use without repairs being 
made. The expenses of this department are ab- 
sorbed in the cost of the recoopered barrels, and the 
barrels are then placed in stores and considered in 
the inventory until again used. This procedure is 
followed until they are scrapped or sold. If sold, 
the proceeds are credited to cooperage expense. 
No credit is allowed to the concentrate involved for 
the empty containers, for as the average price 
method is used when charging out from stores, it 
is automatically taken care of. These containers 
are charged directly to the concentrate in question 
as disbursements are reported from stock. Weste 
and spoilage represents the value of the material 
and labor on the product which, for some reason or 
other, is spoiled while in process of manufacture. 
As this occurs, the accounts containing the material, 
labor, and overhead if any, would be credited, and 
the account Waste and Spoilage debited. Manu- 
facturing overhead represents all expense items 
charged to Work-in-Process (Concentrates) and is 
proportioned on the basis of pounds produced and 
work-in-process at the end of the period. The 
weight on which to spread the overhead is arrived 
at by adding the actual production and work-in 
process at the end of the month,.and subtracting 
the work-in-process at the beginning of the month. 
The chart of accounts has provided a series of 
numbers for each concentrate made, so that charges 
as they occur throughout the accounting period are 
posted direct to the concentrate involved and, by 
means of an analysis sheet, direct to the particular 
item affected. 


The month’s production in each case is found by 
addition of the items, raw material, operation 
expense, containers, spoilage and waste, and 
manufacturing overhead. This amount, plus the 
inventory on hand at the beginning of the month, 
minus the inventory on hand at the end of the 
month, will give the amount disbursed. Detail of 
this is found immediately below. The amount to 
be considered finished product is found by adding 
to or subtracting from the charges to operation, 
the amount by which the work-in-process at the 
end of the menth is increased or decreased from 
that shown at the beginning. 


(Continued on page 139) 
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T the dinner tendered the Public 
A seeciine Classes of Pace Institute, 

New York, on Friday evening, May 
8th, 1925, there was some sentiment 
expressed in favor of forming a Public 
Speaking Club. This suggestion aroused 
so much enthusiasm that an organization 
committee was named. This committee 
consisted of W. H. Weber, chairman, 
M. E. Muniz, W. J. Rider, H. P. Wood, 
W.N. Stanley, and H. B. Wood. 

The committee met pursuant to ar- 
rangements and sent out a circular 
letter calling for a meeting on May 21st 
at eight o’clock. At this meeting there 
were fifteen persons present, who en- 
rolled as members of the club. The 
club at this meeting, adopted the con- 
stitution as presented by the organiza- 
tion committee with but few changes. 
At this meeting officers were elected. 
William Weber was elected president, 
Manual Muniz, vice-president, Frank J. 
Vande Water, secretary and Milton L. 
Ganley, treasurer. William A. White 
was elected to the Executive Board of the 
club to act in cooperation with the four 
officers. 

The first regular meeting of the club 
after this organization meeting was 
held on Wednesday, June 3rd, 1925, 
when the thermometer registered close 
to one hundred. In spite of the heat, 
this meeting was a very lively one and 
those who attended received much bene- 
fit from the instructive talk given by 
Mr. Homer S. Pace. 

The last meeting before adjourning 
for the summer months was held on 
Wednesday, June 17th. At this meeting 
there were about twelve members pres- 
ent, each of whom delivered a_ short 
speech upon a topic picked at random. 
It was decided at this last meeting to 
adjourn for the summer months and to 
hold the initial meeting of the fall on 
the third Wednesday in September. 


The Constitution of the club follows: 
Article I. Name 


The organization governed by this 
Constitution shall be known as the 
“PACE PUBLIC SPEAKING CLUB,”’ 
and its headquarters shall be at Pace 
Institute, 30 Church Street, New York 
City. 

Article II. Object 


The objects of this club shall be: (a) To 
provide for its members the opportunity 
of continuing the benefits derived from 
the Pace Course in Public Speaking by 
having meetings, dinners, debates, and 
the like, and encouraging the members to 
speak on such occasions. (b) To pro- 
mote the social and educational interests 
of its members. 


Article III. Membership 


The following are eligible for regular 
membership: 1. Men and women who 
have completed the Pace Course in 


Pace Public Speaking Club 


2. Men and women 


Public Speaking. 
who have enrolled for the Pace Course 
in Public Speaking, and who, in the 
judgment of the Executive Board, are 
‘qualified for membership before com- 


pleting the Pace Course in Public 


Speaking. 
Article IV. Dues 


The initiation fee shall be Two Dollars 
($2.00). There shall be no regular mem- 
bership dues. The Executive Board 
shall assess regular members for all 
expenses incurred in their behalf. 


Article V. Meetings 


Section 1. Regularsemi-annual meet- 
ings of the club shall be held on the first 
Wednesday of April and on the first 
Wednesday of October. 


Section 2. Semi-monthly meetings of 
the club shall be held on the first and the 
third Wednesday of each month. 


Section 3. Dinners, debates, and the 
like shall be held as a part of the regular 
meetings, or may be held at such other 
times as shall be decided upon by the 
Executive Board. 


Section 4. Special meetings of the 
club may be called in writing by the 
President, the Executive Board, or by 
any ten regular members in good stand- 
ing of the club. 


Section 5. The Executive Board shall 
meet at least once a month, at such 
times as may be most expedient for the 
members thereof. 


Article VI. Management 


Section 1. Management of this club 
shall be vested in an Executive Board 
consisting of four (4) duly elected regular 
members and a duly elected member of 
the Pace Public Speaking faculty. 


Section 2. The officers of the club 
shall be a President, a Vice-President, a 
Secretary, and a Treasurer. These 
officers, together with the member of the 
faculty shall constitute the Executive 
Board. 


Section 3. Members of the Executive 
Board shall hold office for a term of one 
year, or until their successors are elected, 
except the President and the Secretary 
of the first Executive Board, who shall 
serve until the next semi- -annual meeting. 


Section 4. Election of officers shall 
take place at the regular semi-annual 
meetings in April and October. With 
the exception of the first Executive 
Board, two members of the Board, three 
(3) members of the Board shall be 
elected at the regular semi-annual meet- 
ing in April, and two (2) at the regular 
semi-annual meeting in October. Nom- 
inations of candidates shall be made by 
the members during the months of 
March and September. 
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Section 5. A vacancy occurring in an 
elective office otherwise than by the 
expiration of a term of office shall be 
filled by the Executive Board. 


Section 6. The organization com- 
mittee shall act as the Executive Board 
until the members thereof are duly 
elected, and the chairman thereof shall 
act as chairman of all meetings until a 
president is elected. 


Article VII. Duties of Officers 


Section 1. President. The pre- 
sident shall assume general direction 
of the affairs of the club and shall per- 
form the duties regularly devolving upon 
such an Officer. 

He shall appoint a different regular 
member of the club to conduct each 
semi-monthly meeting. These temporary 
chairmen shall not assume any of the 
powers of the president. 


Section 2. Vice-President. The 
vice-president shall assume the duties of 
the President when such officer is absent 
or unable to perform hisduties. He shall 
also perform all other duties regularly 
devolving upon such an officer. 


Section 3. Secretary. The secretary 
shall. be present at all meetings of 
the club and of the executive board, 
and shall prepare and preserve an ac- 
curate record of the proceedings at each 
meeting. He shall read such record at 
a succeeding meeting, if requested to do 
so. The presiding officer shall provide 
a substitute from the regular member- 
ship present whenever the secretary is 
absent. 


Section 4. Treasurer. ‘The Treas- 
urer shall receive and disburse ll 
funds of the club subject to the approval 
of the Executive Board. He must 
deposit such funds in a bank approved 
by the Board, keep an accurate record 
thereof, and submit a cash statement at 
the regular semi-annual meeting of the 
club, and whenever requested to do so 
by the President or the Board. 


Article VIII. Quorum 


Section1. The constitutional quorum 
of this club shall consist of ten regular 
members in good standing. 

Section 2. Three members of the 
Executive Board shall constitute a 
quorum for the transaction of business 
by the Board. 


Article IX. Charter Members 


All persons qualified for membership in 
this club who sign this Constitution on 
or before the first meeting in October 
shall rank as charter members of the 
Pace Public Speaking Club. 


Article X. Amendments 


This constitution may be amended by 
a two-thirds (24) vote of the regular 
members present at any regular or special 
meeting of the club, provided at least 
two weeks’ notice of the proposed 
amendment is given in writing to all 
members. 


Se 
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Accounting Features in the 
Dye-Making Industry 


(Continued from page 137) 


Information for the bookkeeping en- 
tries affecting work-in-process and in- 
ventory are obtained from the summary 
sheet, which is a recapitulation of the 
information appearing in detail on Form 
2 and Form 3. The total of the column 
Net Charge to Finished Product, if no 
purchases have been made in the open 
market, should agree with the total of 
the receipts shown in the inventory. 


Production Cost for Standardized 
Colors 


The form for the ‘‘Production Cost of 
Standardized Colors” is represented by 
Form 4. In the column Product Num- 
ber is found the symbol assigned to the 
color, symbols being used instead of the 
full name for convenience. Under Code 
No. is entered information which will 
identify the ingredients necessary to 
produce the color, the money value 
being carried to the columns Concen- 
trates, Standardized, or Raw Material, 
as the case may be. In case no sales 
have been made, which is the assumption 
we will make for the remainder of the 
discussion, the total for concentrates 
will equal the amount shown as disbursed 
from inventory. The total for Raw 
Material when added to the amount 
charged to Work-in-process 
trates) will agree with the amount dis- 
bursed from raw material inventory. 
The standardized receipts will be con- 
sidered when taking up Inventory of 
Standardized Colors. The container 
charges—barrels used in forwarding and 
storing the dye at the warehouse—are 
reported under Stores Disbursements. 
The total disbursed for the month is 


. prorated over the total production on 


the basis of weight. The number of 


colors is too great to permit of handling . 


as in the case of concentrates, of which 
there are few—that is, by charging 
direct to the product involved. When 
shipment is made, they are placed in 
other containers, and the empty barrels 
are then returned to the cooperage 
department, and the procedure is the 
same as that described in the preceding 
paragraph dealing with Cost of Concen- 
trates Manufactured. Mixing expense 
is prorated on the basis of the pounds 
produced, which is the only feasible 
method. The mixing machines are 
used interchangeably, so that the quan- 
tity to be made is the deciding factor on 
what machine is to be used, for they are 
of different capacities. The production 
of each color is not continuous from one 
day to the next, but varies directly with 
the demand, so that a number of mix- 
tures may, during the course of a month, 
be made of one color, in different quan- 
tities, and in several machines. The 
larger the machine, the heavier the over- 
head, repairs, and maintenance, and the 
greater the capacity, so that this does 
not materially affect distribution on the 
weight basis. A more exact method 


(concen- 


would possibly be by the machine rate, 
but the labor incident to carrying out 
this method would far exceed what slight 
benefit might be gained in accuracy; nor 
is it a large enough item in manufacture 
to deserve such treatment. The over- 
head—that part of the factory overhead 
chargeable to production—is distributed 
on the same basis as mixing expense. 
The grand total of this statement is 
the amount of the finished product 
debited to Standardized Colors In- 
ventory. 


Shipments, Returns, and Profits 


The form for “Shipments, Returns, 
and Profits” is shown in Form 5. The 
column Production Cost of Shipments, 
as would be implied from the title, con- 
tains the inventory value of the items 
shipped. The amounts that are charged 
to containers are the costs of the various 
containers varying from 1 to 50 Ib. tins 
to kegs and steel barrels holding 100 to 
500 lbs. While they are shown under 
Shipping and Trucking Expense, they 
must be taken out for distribution pur- 
poses. Since the prices are not in the 
same proportion as their capacity, the 
method of using the weight cannot be 
used, and it becomes necessary to keep 
a record of the various kinds charged to 
each color. During the month this is 
kept Fy quantities only and at the 
time of closing the books the money 
values are extended and postings made. 
Steel barrels are in all cases charged to 
the customers, who have the privilege of 
returning them for credit when empty, 
and are never included here. This, 
however, will be taken up later. The 
shipping and trucking expense, general 
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office expense, and selling expense are 
distributed on the basis of the quantities 
sold. A more accurate way of handling 
selling would be by prorating each sales- 
man’s expense on the pound basis to the 
particular colors he sold, which added 
to the figures obtained for the other 
salesmen, would be the total to be carried 
to each color; but the additional labor 
and cost involved would more than offset 
the advantages. At present, we have the 
selling expense itemized by salesmen, 
and the sales by salesmen, described in 
the paragraph on expenses, giving the 
relative efficiency of each, which would 
erdinarily be enough, unless the fluctua- 
tion is great enough to affect the costs 
materially. It will be noted that com- 
mission, although a selling expense item 
and included in the selling expense state- 
ment, is here shown separately. Rea- 
sons for doing this are twofold. Com- 
missions are paid on a percentage basis 
based upon the net selling price; and 
since the values of the different colors 
vary greatly, distribution on the pounds- 
sold basis would result in great inac- 
curacy. Distribution based upon the 
money values would also be wrong, due 
to the fact that there are two classes of 
customers, namely, dealers and con- 
sumers; and commissions are allowed on 
the consumer sales only. Therefore, we 
are forced to itemize by colors. The 
amount shown in the column Total Cost 
agrees with the debits to Sales account, 
while in the case of Returns column, 
this is in accord with the credit.to the 
same account. This necessitates the ac- 
cumulation of sales by colors as they are 
made during the month but as this is a 
procedure that is handled, by the tabulat- 
ing machine, it entails very little vvork. 
The column Profits is the difference 
between the two, and is the amount 
necessary to close out Sales. The 
individual items are obtained by sub- 
traction, profits being shown in black and 
losses in red. 


WORKS GENERAL EXPENSE 


Monthiot-. 8.0). ie =: Paes tO 
ee Account Amount Cost per Lb. 
This | Last pa This | Last 

Month | Month| No. Description Labor Material Total Month | Month 
10 | Salaries j laurie 
1.5 1.5 A—Superintendents & | 
Assistants 1000 00 1000 00 .007 .008 
B—Accountants, Clerks, 
Steno. 
ome be Ae Total Salaries 1000. 1000.00 || .007 | .008 
11 Office Operation 
A—Furniture & Fixtures | | 
B—Telephone & Telegraph 35 00 ty Beda 
Total Office Operation 35,00 ae 
10 15 Total 2000 2500.00 027 | .028 
Distribution: 
Work in Process 
(Concentrates) 1500 00 
Work in Process (Std. Colors) 1000 00 
Total 2500 00 | 


Form 1 
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The yearly figures in all the statements 
are arrived at merely by accumulating 
the monthly figures. Much of the detail 
work involved is accomplished by the use 
of an electric tabulating machine, so that 
the clerical cost is reduced to a minimum. 


Inventory of Standardized Colors 


The only unusual feature of the “In- 
ventory of Standardized Colors” is that 
the disbursements are subdivided by 
columns into Used and Samples, Ship- 
ments, and Overruns and Shortages. 
This, in addition to giving the disburse- 
ments under three heads for each color, 
is very useful in that it localizes errors 
and is a valuable aid in checking the 
accuracy of the postings. The first- 
mentioned column takes in the dyes 
used for manufacturing purposes and 
are, therefore, chargeable to work-in- 
process (standardized colors). The 
column also takes in samples used for 
advertising purposes which are charge- 
able to selling expense. The sample 
items may be distinguished by the 
letter ‘‘S’’ preceding the quantity and 
amount. The second column, as sug- 
gested by the name, represents shipments 
to customers and agrees with the total 
of the column, Production Cost of Ship- 
ments shown in Form 5. Because of 
errors of one kind and another that will 
always creep in, and because of waste 
resulting from parceling out materials 
in small quantities, the actual and 
physical inventories will differ. As these 
differences are located, the book inven- 
tory will be adjusted accordingly, the 
adjustment being shown either as a 
credit or debit disbursement in the 
column Overruns and Shortages. This 
is handled as a deferred charge until a 
sufficient amount accumulates when it 
is debited to the account Work-in-Process 
(Standardized Colors). 

The following pro forma entries are 
necessary to bring out the cost system. 
Only those financial entries affecting 
costs are here considered. The accounts 
shown are controlling accounts, details 
of which are kept in subsidiary ledgers 
or on analysis sheets. Comments with 
respect to each entry will be given 
immediately after the entries. 


Pro Forma Entries 
- 1 
Sundries to Vouchers Payable...... tee nS 


stores, (Inventory). =<. eee eee oe xx 
Raw Material (Inventory.......... xx 
Concentrates (Inventory). ......... >. 84 
Standardized Colors Sen sen i Wie, Wek 
General. Ofiice- Expensenee ees oe ex 
Works General Expense........... XX 
Selling Expense)... ] . .e ene eee << 
Handling Supplies Expense........ > 
Laboratory Expenses. .52-a e 
Cooperage Expense. aa oe eee xx 
Shop. Expense. Joe ee eee xx 


Shipping & Trucking Expense =: 5, aga =O 
Steam Expense 
MixiigrExpenser =. oi). 0 eee 
For summary entries made 
Voucher Register for the month of. . 


These charges are obtained from the 
Voucher Register and cover obligations 
incurred on account of labor, material, 
and supplies. It will be noted that there 
are four Inventory accounts—Stores, 
Raw Material, Concentrates, and Stand- 
ardized Colors. Concentrates and 
standardized colors, as mentioned before, 
are products in which the firm deals. 


PACH STUDENT 


Raw material, of which intermediates 
are a part, represents the material going 
into the manufactured products. Stores 


August 


ardized Colors). This is because it 
cannot readily be applied direct due to 
the peculiarities of the manufacturing 


cover all other supplies needed around process as previously mentioned, and 
the plant but not as ingredients of the must therefore be included in the 
finished goods. These are controlling department’s expense, which is the 
entries for the card ledgers, to which the Mixing Expense. 
detail postings are made. Purchases of A 
concentrates and standardized colors are 
few, and some months there may be none Sundries to Stores (Inventory)....... xx 
whatever; but, occasionally, it becomes on abet edie ei bi 
necessary to buy in the open market; Colors).......0 + orang an 
so they are shown in the entry. The General Office Expense............ xx 
detail of the remaining accounts, repre- Works General Expense........... Xxx 
senting overhead expenses, is kept on Selling Expense......-..+)..5. seus xx 
: Handling Supplies Expense......... xx 
analysis sheets. y General office expense Laboratory Expenmse.............:; xx 
is made up of items of a general and Cooperage Expense...............- xx 
administrative nature; distinguishing sy Expense... -..2--. 2 esse sees xs 
: ipping & Trucking Expense....... xx 
from Work General Expense, which deals — Steam Expense................... Xx 
with overhead directly due to production, Mixing Expense... 25... xx 
but not classifying under the depart- For supplies used for the month of..... 
mental expenses. The rest of the ac- 4 
counts will be considered later. 
Work in Process (Concentrates)....... Xx 
2 General Office Expense.............. xXx 
Sundries to Accrued Pay-roll......... xx Works General Expense............ xx 
Work in Process (Concentrates ) agat teak? xx Selling Expense I I 3 xx 
General Office Expense............ Xx Handling Supplies Expense.......... xx 
Works General Expense:.......... xx Laboratory Expense)... eee xx 
Selling Expense.......3984......:. xx Cooperage Expense...” 325.2 xx 
Handling Supplies Expense......... xx Shop Expense . ER .. XX 
Uaboratory Expense. . eee. XX Shipping & Trucking Expense........ Xx 
Cooperage) Expense. .. eee ee Kx Steam Expensé . 3. 55. xx 
Shopwtxpenses.. :.. . (eee Sa xx Mixing Expense) 73). eee xx 
Shipping & Trucking Expense...... > To Reserve for Depreciation on 
Steam Expenses,...../0B eS... 05. xx Buildings)... 2.2 =e xx 
IMixingsiexpense: .... . Sees 0 See xx Reserve for Depreciation on 
For wages earned during the month Equipmenti2, (20 ene XxX 
Of;.5 28 ee Reserve for Depreciation on Tools ocx: 
Reserve for Depreciation on 
: : Furniture & Fixtures......... xX 
It will be noted that there is no labor For depreciation charged for the month 
charged to Work-in-Process, (Stand- of. eae as per schedule attached. 
Cost of Concentrates Manufactured Chrome Blue Black 
Produced 10,000 Ibs. Month:of Sancccn eee 192 
Average | : 

Men Account In In Increase Cost 

Daily Ch | Process || Process D OE _In per Lb. 

: | VAarges || End of |i First of |) “CCT®@S¢) Finished |—————— 
This | Last : aul Month |} Month In This | Last 
Mo. | Mo. | No: Description Process Mo. | Mo. 

>... Operating Labor ; ; ‘aaely 
1.00} 1.00] 231 | A—Diazotation & | 

Filtration 75 00 
TGS iether B-Dryingand Grinding ;| 125 00 
5.00} 4.00 C-All Other 400 00. 
7.5 | 6.75 | ¢00/00 “ 
Repairs & Maintenance 
2.00} 1.00] 232 | A—Presses & Tanks 7500 
15.00)12.00 B-—All Other Equipment || 850,00 
17.00)13 .00 925100 sta | 
Special Repairs or Replace- ; es aad 
_ ments 
Proportion of cost for! 
relaying of roof. 475 00 
475 00 
24.5 |19.75| Total Cost 2000 00 500 00 500 00 400 00 1900 00 190, .191 
Form 2 
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Shipping & Trucking Expense......... xx 
To Reserve for Depreciation on Steel 
Barrels riot). ee ure ye xx 


Entries 3 and 4 are self-explanatory, 
while entry 5 is covered fully later. 


6 
Sundries to Steam Expense........... Xx 
Work-in-Process (Concentrates)... .. xx 
Work-in-Process (Standardized 
TS A a xx 
Laboratory Expense............... xx 


Steam Expense is closed out and pro- 
rated to the accounts shown on an 
arbitary basis fixed by the manage- 
ment. What power is used, is pur- 


‘chased and, for this reason, no electric 


light and power expense is shown, dis- 
tribution being effected thru the voucher 
register when the invoices are entered. 


ee 
Sundries to Shipping & Trucking Ex- 
EGOS S's pc eae xx 
Handling Supplies Expense........ xx 
CUES <a a a xx 


For distribution of Shipping & Trucking 
Expense for the month of 


Shipping & Trucking Expense, it will 
be noted, is prorated between Handling 
Supplies Expense and Sales. It becomes 
necessary to assign a part to Handling 
Supplies, due to the fact that all charges 
incurred on account of the trucks, both 
operation and repairs, are charged to 
Shipping & Trucking Expense during 
the month, although a portion of the time 
is given to handling stores supplies and 
materials going into production. Since 
those containers in which shipments 
are made and not billed to the customers 
are charged to Shipping & Trucking 
Expense, the item shown against Sales 
equals the total of the columns Con- 
tainers and Shipping and Trucking Ex- 
pense on the statement Shipments, 
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Returns, and Profits. We will not con- 
sider the necessity of handling these two 
items separately, as this was done in 
connection with the statement. 


Stores (inventory) . . Samui: Xx 
To Cooperage Expense............ Xxx 
For cost of recoopering barrels for the 
month of 


This was explained in connection with 
the statements. 


9 
Work-in-Process (Concentrates)........ xx 
Work-in-Process (Standardized Colors). xx 
To Works General Expense......... <= 
Handling Supplies Expense...... xx 
Laboratory Expense........... xx 
Shop/Expense ..Jeee ss. cee ae xx 


For distribution of expense accounts for 
the month of...... 27m 


Distribution is made on the basis of 
the number of pounds produced, taking 
into consideration the work-in-process 
for concentrates. In the case of “‘stand- 
ardized colors, work-in-process,’’ here, 
as throughout the entire system, is dis- 
regarded on account of being so small a 
factor. All mixtures started in the 
morning are completed the same day; 
so only what is commenced in the after- 
noon of the last day is left until the 
following period. Since the material is 
considered in the inventory, the labor 
and overhead, which is very small, is 
disregarded. Although theoretically it 
is incorrect to apply these charges 
against the current month’s production, 
no practical purpose is served by: the 
labor and cost necessary to comply with 
the theory, so it is forced to give way. 
10 


Workin Process (Standardized Colors). xx 
To, Maxine Expensewam cel xx 
For distribution of Mixing department 
expense for the month of......... 
11 
SellingsEexpensei. . .. 2 eee: os xx 
To Standardized Colors (Inventory). xx 
For samples used for advertising pur- 
poses for the month of.....-...- 


Production Cost of Standardized Colors 
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These entries, in view of what had been 
said before, require no further treatment. 


12 
Sales to. Sundriesiacsryy eee hee EX 
General Office Expense............ xx 
SéllingsExpense: ii se ee eee sions ae xx 


For distribution of expense accounts for 
the monthlofeewscn ser 


While General Office Expense is 
debited to the account called Sales, it is 
not because it is considered in the nature 
of a selling expense. If it is to be pro- 
rated over each of the products, it must 
be done at the time overhead is applied 
to the production cost or when the article 
is sold. It cannot properly be applied 
to the production cost, and become a 
part of the inventory of the finished 
dyes, so it is applied at the time of sale. 
Hence, since Sales is the account to 
which all items appearing on the state- 
ment Shipments, Returns, and Profit are 
carried, it must be debited to this ac- 
count. The item of Selling Expense 
agrees with the total of the columns 
Selling Expense and Commission. The 
latter items are kept separate because of 
the different methods of distribution. 

13 


Work in Process (Standardized Colors). xx 
To Deferred Charges............. xx 
To charge Production with shortages 
found in the Standardized Color In- 
entory. 


This is made only when the money 
value of shortages located in the stand- 
ardized colors inventory is great enough 
to warrant charging to Production. 
Profit and Loss could be debited direct, 
since it is not charged to production cost 
of the period involved, but as it is the 
purpose to make no entry to Profit and 
Loss that can legitimately be handled 
otherwise, this method is not used. 
Since the money involved is very small, 
it is included with the regular overhead 


Month of.. LOO mee 
; : Mixing : 
Product Raw Materials Charged Containers Expense Overhead Total Production Cost 
Price Con- Stand- Raw @ .010 @ .005 @ .075 Cost per 
Number Code No. Pounds | per Lb. centrates ardized Material per Lb. per Lb. per Lb. Pounds Amount Lb. 
D650 | D 180 50) || 24 12/00 
‘ 154 100 .50 50)00 
Glau ber Salt 200 0125 2/50 3/50 1/75 26|25 350 96|00 274 
D652 D 175 50 320 12|50 
128 100 Mo 75|00 
Worcester Salt} 350 0185 6/50 5/00 2/50 37/50 500 | 139)}00 .278 
Form 4 
Shipments, Returns, and Profits 
Monthoceneea irae 2 
Shipping General] «1; 
i an Selling 
Code Beene Containers Truck- yar Ex- Commission Total Cost Returns Profits 
4 ing Ex- pense | Pense : 
pense 
Net Per Per |@ .02 |@ .03 |@ .05 Per Per A t Fer, fx t | Per 
ee ee a eras i gh Per Lb.\Per LEE ey Lb fe fete ORE np, 1p moun eas. 
D650 100 27|40 274 5/00 .050 2.00 5.00 5.00 50 .005 44190 .449 50/00 .500 5|10 051 
D652 100 27/80 .278 3/00 .030 2.00 5.00 5.00 25 -003 43/05 .431 50/00 .500 6/95 .070 


Form § 
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and thus distributed on the basis of 
weight to all colors. This is another 
instance where the theory of showing 
the effect only on those colors involved 
gives way for practical reasons. 


14 
Sundries to Raw Material (Inventory). . xx 
Work-in-Process (Concentrates)..... xx 
Work-in-Process (Standardized 
Colors): 2. , pe ag? ona Remeber teres Ure, Ps xx 


For Raw Material used in Production 
for the month of ......... 


Concentrates (Inventory)............ Xx 
To Work-in-Process (Concentrates). . xx 
For Concentrates finished and placed in 
Inventory for the month of....-..... 
16 


Work in Process (Standardized Colors). xx 
To Concentrates (Inventory)....... xx 


© 2 $06 is) sa 6 


Standardized Colors (Inventory)...... xx 
To Work-in-Process (Standardized 
Colors)io 2. sn, a0 ee ee ar 


18 
Sundries To Standardized Colors (In- 
Ventory.)ii7-s ales eee eee xx 
Deferred: Charges 3.6. ee ee xx 


a(ibVale fe: foals SUE,  MeNRGa Ta ee ee XxX 
For disbursements made from color In- 
ventory for month of............... 
19 
Accounts Receivable’) 94 4.02 epee. ©. 4 
TO Sales. io . ys ericson xx 


Sales Account........ 
To Profit és'Loss /¥'0.) eee ee 
For net profit realized on color sales 
made during the month of 


The purpose of these entries is clear 
from the information contained in the 
entries themselves. 


21 ——_—_______ 

Sundries to Accounts Receivablei ane xx 
Standardized Colors (Inventory) .... xx 
Profit & Logs) oa Se 7.4 


mi tee aae sales during the month 
fo) 
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This entry is used in case of returned 
dyes and is taken up under receipts in the 
inventory of standardized colors. How- 
ever, only the production cost is included. 
The balance, together with the profit 
made on the original sale, is debited to 
Profit and Loss. 


Containers, steel barrels, and 
depreciation 


Two features involved in the handling 
of containers were taken up under the 
statements, one under Cost of Concen- 
trates Manufactured and Production 
Costs of Standardized Colors, and the 
other under Shipments, Returns, and 
Profits. Another has to do with the 
account Steel Barrels, which appears as 
a separate item on the balance sheet. 
Steel barrels are purchased for shipping 
purposes only, and when material is 
forwarded in them, the customer is 
billed separately for the container, in 
addition to the product. He has the 
privilege of returning it when empty; 
and if this is done within a prescribed 
time limit, credit will be allowed in full. 
If held for a longer time, the terms on 
which the container is shipped gives the 
firm permission to penalize the customer 
by charging him at a specified rate for 
the excess time held, which results in the 
original charge not being entirely wiped 
out. When the barrels are purchased 
and before being shipped out, they are 
considered as Inventory. When they 
go to customers, the inventory of steel 
barrels, is credited, and accounts re- 
ceivable is debited, but at a price in 
excess of the purchase price, causing the 
inventory to be understated by the 
amount which the billing price exceeds 
the cost. However, since they are 
returnable, this will be adjusted when 
credit is allowed on receipt of the con- 
tainers at the plant although some may 
never be returned. This and the fact 


Cost of Concentrates Manufactured Chrome Blue Black 


Produced 10,000 Ibs. Monthioteesss noe. 192. 
Total Charged Increase or Net Charge 
Decrease in to Finished Cost 
Acct. | __ Price Process Product per Lb. 
No. | Raw Material This | Last This | Last 
i Pounds} Mo. | Mo. Amt. Lbs. | Amt. || Lbs.| Amt. |] Mo. | Mo. 
| a ee | _—,,. 
ee A~ Beta Naphthol 5000} .40) .50| 2000 00}} 1000 400/00|] 4000] 1600 00] .160! . 200 
| ie 10000) .0025} .003]  25,00]} 2000} ~— 5/00/) so00! 20 00! (002) (003 
Total Raw Material 50000 7000|00/) 5000) 700/00||45000| 6300\00|| .630| 654 
_.. | Operation Expense 2000/00 100/00 1900|00|) .190 .191 
234 Containers : 200/00 200)00}| .020| .024 
235 Waste & Spoilage 300/00 300/00}! .030} .025 
236 Manufacturing Overhead 1500/00 75/\00 1425/00]| .142) .147 
Total Production Cost 11000/00 875|001/10000/10125 0011 01211041 
Inventory 4/1 /2. . -2000| 2050/00 i 
Total 00 


Inventory 4 /30/2.. 
Total Disbursed 


Detail of Disbursed 
To Inventory (Concentrates) 


12000)12175|00 


3000) 3036 00 


9000) 9139]00 


9000} 9139)00 


Form 3 


August 


that full credit is not allowed in all cases, 
makes necessary an adjusting entry to 
take care of the suspended profit; but 
this is only made when the books are 
closed for the year. It serves as a reduc- 
tion of the amount taken into costs 
because of depreciation. While these 
containers are very durable, sooner or 
later they are scrapped and replaced; 
and it becomes necessary to set up a 
reserve to take care of this, the entry 
involved being a credit to the reserve 
account and a debit to shipping expense. 
The credits resulting from the difference 
between the prices charged and allowed 
the customers and the amounts realized 
on the containers scrapped are carried 
to the Reserve for Depreciation. This 


lessens the amount necessary to take: 


into costs thru Shipping Expense. 

In an industry as young as the dye 
manufacturing business, and one which 
is being developed so rapidly, deprecia- 
tion is likely to be a very important and 
difficult factor to handle. A production 
method is decided upon; machinery is 
purchased and installed; and, in a short 
time, when a new and more efficient way 
is discovered, it becomes necessary to 
again change. In order to provide for 
this, depreciation must be heavy and the 
costs burdened as much as possible. 
If this is so great that it will result in a 
distorted profit and loss statement or 
the prevention of the distribution of any 
dividends to stockholders for years to 
come, it would seem.that the manage- 
ment would have the privilege of asking 
that a part be deferred, in the same 
manner that organization expenses are 
deferred. As the industry grows older, 
the changes will be less rapid and costly 
when it would seem that the balance 
could be written off. However, conserva- 
tism should be the rule, and deprecia- 
tion should be written off as rapidly as 
conditions will permit. 

This briefly, and in general, takes in 
the elements to be considered when 
arriving at the detail cost on each con- 
centrate and standardized coor manu- 
factured. 


Annual Meeting 


Indiana Association 


of C. PiAge 


HE annual meeting of the Indiana 

Association of Certified Public Ac- 

countants was held on May 20, at 

the Indianapolis Athletic Club, Indiana- 
polis. 

The afternoon session of the meeting 
was devoted to matters of association 
business including reports of the various 
committees. 

In the evening a dinner was given at 
which addresses were made by Hon. 
Frederick E. Schortemeier and Homer 
S. Pace, C.P.A. Mr. Schortemeier, who 
is Secretary of State for Indiana spoke 
on “The Business Legislation of the 
Recent Session of the Indiana General 
Assembly.”” Mr. Pace addressed the 
association on “Good--Will in Ac- 
countancy.”’ 
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The Editor’s Letter Box 


(Continued from page 135) 


thus qualify as public accountants. They 
are then permitted to call themselves 
chartered accountants. The same con- 
dition exists in the instance of the younger 
society of incorporated accountants. 
These designations, however, are not 
official, except as they are conferred by 
societies that hold corporate charters. 


“In the United States, on the other 
hand, the accredited public accountant 
takes an examination under the laws of 
the state and obtains the certificate of 
certified public accountant. This certifi- 
cate is merely a credential that he has 
conformed to certain requirements and is 
entitled to the confidence of the public as 
apractitioner ofaccountancy and auditing. 
In two or three states, no one can practice 
accountancy or make certificates of ac- 
countants except certified or registered 
public accountants. In all other states, 
any one may do the work of the public 
accountant; but only the persons who 
hold the certificate of certified public 
accountant can use that title in connec- 
tion with his name. 


“We have various professional socie- 
ties of accountants in this country. The 
oldest national society is the American 
Institute of Accountants, with a member- 
ship of about two thousand persons, 
nearly all of whom hold certificates of 
certified public accountants issued under 
the various state laws. Another national 
society is known as the American Society 
of Certified Public Accountants, com- 
posed of about two thousand members, 
all of whom are certified public account- 
ants. In addition to these societies, we 
have various local or state societies of 
accountants. 


“These societies confer no title and are 
maintained in order to further the inter- 
ests of their members and of accountancy 
in general, and in order to enforce upon 
their members proper ethical standards 
of conduct. The societies are similar, in 
fact, to professional societies of doctors, 
engineers, lawyers, and the like. 


‘The certified public accountant gives 
no guarantee as to the accuracy of his 
statements or conclusions. He merely 
gives, in his certificates and reports, the 
facts that he finds and, when necessary, 
his conclusions and judgments. [In this 
respect his findings are similar to opinions 
given by attorneys or engineers. It is 
probable that a public accountant would 
be held responsible in damages for any 
gross negligence or erroneous statements 
that resulted in financial loss to people 
who depended upon the accuracy of the 
statements. Decisions of this kind have 
been rendered in England, and there are 
test cases under way at the present time 
in the United States. 


“In sum, the control of banking organ- 
izations, federal and state, is obtained by 
special laws and by inspection performed 


by federal or state bank examiners. Ther® 
is no provision for audits by public ac” 
countants, although many banking in” 
stitutions have such audits made and 
report the findings of the auditors and 
accountants as a voluntary matter. 


“Corporations other than banking cor- 
porations are required to file annual re- 
ports, including balance sheets, but there 
are no laws that require the employment 
of independent auditors or the certifica- 
tion of statements. It is probable that 
the attempt will be made to enact such 
laws in the future. 


“The accredited public accountants 
are known as certified public accountants 
and receive their credentials from the 
various state governments. There are 
both national and local societies of ac- 
countants maintained for professional 
purposes. 


“T am sending you herewith a year- 
book of the New York State Society of 
Certified Public Accountants, and also a 
year-book of the American Institute. In 
each you will note the ethical rules main- 
tained by the respective societies. I am 
sending, also, a copy of a recent letter- 
bulletin, prepared under my direction, on 
the subject of Credit Frauds. 


“T trust that the information I have 
given you will answer your needs. If you 
wish to obtain further information as to 
the exact work of the bank examiner, 
inquiry might be made direct to the 
Comptroller of the Currency, Washing- 
ton, D. C., and to the Bank Commis- 
sioner, Albany, N. Y. If you should like 
a more detailed statement from me, I 
shall be glad to give it to you upon my 
return from my vacation in the fall.” 


I am employed, when adjusting and 

closing the books, to set up deprecia- 
tion by debiting the Depreciation ac- 
count and crediting a reserve. The De- 
preciation account is, in turn, closed out 
into the Profit & Loss account. In order 
to replace two entries by a single one, 
accomplishing the same purpose and 
showing the same result and as they are 
made simultaneously, would it not be just 
as correct to charge Profit & Loss for 
depreciation? 


lk is the practice in the office in which 


Answer: 


The entry for depreciation may be 
made in either of the ways you indicate. 
From a technical interpretation of adjust- 
ing entries, it would seem proper to set up 
depreciation first in the Depreciation ac- 
count. This would be strictly an adjust- 
ing entry. When the charge is made in 
the first instance to Profit & Loss, the 
necessity for opening an additional nom- 
inal account is avoided, but a closing 
entry is effected. 
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The 
Pace Alumni 
Association 


will hold its 


NEXT REGULAR 
LUNCHEON 
The 
Machinery Club 


of New York 
50 Church Street 


on 
Saturday, Sept. 19, at 
1:30 o’clock 


Arrange to attend this 
luncheon—send your check 
to-day to F. M. Schaeberle, 
Executive Secretary. 


The charge is $1.65 


Qualified 
People 


may become 


CHARTER 
MEMBERS 


of 
The 
Pace Alumni 
Association 
by signing 


The Articles of Association 
on or before September 19, 1925 


There are no dues. Write to 
the Secretary for additional 
information. 

F. M. Schaeberle, 


Executive Secretary, 


30 Church Street, 
New York 
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ANE: the features of the program of 


study in the Day-School Division of 
Pace Institute, New York, are the 
weekly talks which are given to the 
students by men closely allied with the 
conduct of business and _ professional 
matters. Some of the speakers and the 
topics which have been discussed follow: 
Benjamin Aaronson, C.P.A., “Office 
Practice and Procedure’; P. G. Bur- 
roughs, attorney, “Insurance and Court 
Procedure”; R. C. Synder, executive, 
‘Inventories,’ J. C. Meyer, public 
accountant, “‘Salesmanship”’; G. J. Lang- 
ley, attorney, ‘Legal Procedure’’; C. 
Roscher, public accountant, “Operation, 
Investigation, and Reasoning’; Alfred 
F. Upson, attorney, who spoke on several 
occasions, “‘Memory and Observation,’’ 
“‘Cross-Examination,” and ‘Wills’; 
Chester Allen, C.P.A., “Cash”: A. E. 
Curdy, Ph.D.; “Current Events”; and 
G. M. Lattimer, executive, ‘“The Adver- 
tising Agency.”’ 
Subjects of vital interest will be dis- 
cussed in weekly talks in the fall. 


school faculty of Pace Institute, 

spoke before the day school assembly 
on Monday, June 22, 1925. In the 
course of his talk, Mr. Bulin outlined 
to the students a philosophy of life and 
particularly of study to secure to them a 
proper perspective of the time spent on 
given tasks—such, for instance, as the 
course now before them, or the attain- 
ment of professional credentials—in its 
relation to an entire life span of three- 
score years and ten. As a means to the 
furtherance of this perspective, he advo- 
cated the use of an annual inventory or 
plan of progress by which each man and 
woman might observe, year by year, the 
degree of success which had attended his 
or her efforts toward reaching a self- 
prescribed goal. 

The use of such a means for checking 
up on progress, Mr. Bulin cited, gives to 
the user a satisfying. sense of accomplish- 
ment, because it brings to his notice 
those successes which are of slow growth, 
and enables him to bend his energies in 
part to the securement of desirable 
qualities which are essential to a well- 
rounded life. 


OF Monday, June 29th, the weekly 


Jee H. BULIN, JR., of the evening 


assembly of the day division was 

addressed by Mr. H. A. Dodd, 
controller of the Decorated Metal Manu- 
facturing Co., of Brooklyn, and a mem- 
ber of the teaching staff of the evening 
school of Pace & Pace. The subject of the 
talk was “The Why of Higher Educa- 
tion.” Mr. Dodd gave the expression 
“higher education” a different meaning 
than is generally ascribed to it. He elab- 
orated the following points: 

The ambitious young person should 
have a definite objective, he should keep 
his goal ever in mind, and should select, 
as nearly as he can determine, the right 


Day School Activities and Field Trips 


course to pursue in preparation for his 
life’s work. He must realize that no 
course of study is final. After the foun- 
dation has been laidjhe should continue 
to read and study in order to acquaint 
himself with the advanced problems 
which belong to his particular field. He 
should become acquainted with collateral 
material which supplements his special- 
ized knowledge, and is an important part 
of the general field in which he is working. 
One never knows when one may be called 
upon to assume responsibilities that re- 
quire more than a limited technical train- 
ing. All this requireS the ‘‘higher educa- 
tion”’ that can come only with intensive 
and continued study which should be ac- 
companied by the proper spirit, a feeling 
of intellectual enjoyment in the acquisi- 
tion of knowledge. _ 


N interesting and instructive hour 
A was passed on July Ist at the offices 
of the Burroughs Adding Machine 
Company, 217 Broadway. Mr. W. D. 
McIntyre, of the Burroughs Company, 
received the party and personally de- 
monstrated the working of the adding 
machine, the billing machine, and the 
bookkeeping machine produced by the 
company. i 


GROUP of students from Class 
D5504 of the evening school, Pace 
Institute, New York, visited the 

Treat Company, Inc., at their, potato 
chip branch, No. $1 Rutledge Street, 
Brooklyn, N. Y.., oni Saturday afternoon, 
June 13th. Mr. ‘Harold A. Elson, 
president of the company, demon- 
strated the working of the plant and the 
system used by the 'company for arriving 
at their production cost. Mr. Elson 
was formerly on the administrative 
staff of Pace Institute. 


August 


W.A. White . 
Addresses High 
School Students 


N June 24, before the graduating 


class of approximately five hundred _ 
students of the Bushwick High 


School, Brooklyn, William A. White, 
Director of the Pace Agency for Place- 
ments, Inc., spoke on ‘‘What Business 
Demands of Young People To-day.’ 
Great stress, in particular, was laid on the 
value of education as one of the surest 
and safest avenues to a successful busi- 
ness career. 

Mr. White said in part: 

“Business to-day is not guess work as 
it was largely fifty years ago; it is a 
science—particular in its exactions, 
concrete in its aims. Business demands 
big men fitted for big opportunities 
but a man cannot fit, unless he is pre- 
pared to meet big opportunities. 

“The boy and girl of to-day will 
supply the leadership of to-morrow. 
Which of you will be in the race for this 
leadership? The answer is simple. Those 
of you, who have earned the right by 
virtue of diligent and careful study of the 
underlying principles of business organi- 
zation and corporate control, will be 
the leaders of the greater to-morrow. 

“It is not only important, but also 
highly necessary that young men and 
women school themselves thoroughly 
in the various colleges and schools of 
business administration to-day. Where, 
before the war, business demanded a 
public school diploma as an admission 
card, to-day it demands a high school 
diploma. You, by virtue of your 
graduation, have met that demand.”’ 
J. S. M. GOODLOE, certified public ac- 
countant, announces the removal of his 
office to 165 Broadway, New York. 
EVERETT L. NOETZEL, a graduate 
of Pace Institute, has received the C.P.A. 
certificate of New York. Mr. Noetzel is 
a member of the staff of Haskins & Sells. 


Accountaney—fall classes, 


both day and evening, are 
now open for enrolment at Pace 


Institute. 


The Registrar announces the 


following opening dates— 


Evening Division—Monday, August 17th, at 6:00 P.M. 
Monday, September 14th, at 8:05 P.M. 
Daytime Divison—Monday, September 14th, at 9:15 A.M. 


In order to secure a place in any of these classes it is suggested that early 


registration be made. 


The Institute will also organize fall classes in English and in Public Speaking. 


Opening dates of classes in these courses will be announced later. 


Informa- 


tion with respect to any of the courses presented by the Institute may be 
had upon request to the Registrar. 
New York. 


Pace Institute, 30 Church Street, 


a 
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brings back to my mind pleasant recollections 

of the twenty-five years or more spent by me 
in commercial school work, as teacher and as 
principal and later in developing courses in ac- 
countancy and business administration. Since 
1918, my activities have been devoted to public 
practice. 

My own experience has convinced me of the many 
privileges that are open to commercial teachers, 
and of the possibilities for constructive service that 
lie within their grasp. There was a time in fact 
when the business school proprietor was regarded 
as the only person sufficiently skilled in accounts to 
give authoritative advice ortoconduct investigations 
of an expert nature—witness the splendid reputa- 
tion of and the demands upon the time of the late 
Doctor Thomas May Peirce, founder of the Peirce 
School of Philadelphia. His ability as an expert 
accountant was well known to Philadelphians. 
Perhaps other men in other cities have had similar 
experiences. 

My brief address today will be made under three 
headings as follows: 


dpe meet with commercial teachers once more, 


1. The Academic Preparation 
2. The Technical Training 
3. The Work of the Accountant 


I am treating this subject largely from my own 
experience and personal observations, and from the 
desire to present constructive criticism that may 
have some stimulating value. The development of 
commercial, financial, and accounting education has 
progressed with leaps and bounds during my own 
short experience, with the result that accountancy 
has become a recognized profession and the science 


of business, a subject for specialized study. Asa 


result, nearly every great university in this country 
has its school of business and its full-fledged ac- 
counting courses. This is evidenced by the splendid 
courses of the University of Pennsylvania, the 
Temple University, the University of Pittsburgh 


Preliminary Training for the Field of Public ... 
Accounting 


An address delivered by R. J. Bennett, C.P.A., Secretary of the Pennsylvania Institute 
of Certified Public Accountants, before the annual meeting of the Eastern 
Commercial Teachers Association held in Philadelphia 
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and other colleges within this State alone; while 
New York University, Columbia University, Har- 
vard, and others, stand out prominently in our 
nearby municipalities. 


The Academic Preparation 


The young man or young woman desiring to 
enter the profession of accounting, should have at 
least a high school education and be the possessor of 
a diploma from some recognized high school or 
academy. Indeed, this academic foundation is a 
prerequisite to admission in most of the States, and 
particularly in Pennsylvania, where the candidate 
for admission to the C.P.A. examination must 
necessarily possess this preliminary requirement, as 
evidenced by the following requirement of the 
Board of Examiners: 

‘‘All applicants must have completed an aca- 
demic, four-year high school course of study or such 
an education which is at least equivalent to the 
same. As an evidence of such educational qualifi- 
cation, each candidate must present to this Board, a 
qualifying certificate from the Department of 
Public Instruction of Pennsylvania, certifying to 
the fact that said candidate has completed either 
an academic, four-year high school course of study 
or the equivalent thereof. Information as to such 
certificates can be had by addressing Dr. J. George 
Becht, State Superintendent, Department of Public 
Instruction, Harrisburg, Pa.”’ 

Similar demands are made of the holders of 
C.P.A. certificates from other States who seek 
recognition under the laws of Pennsylvania. 

Facilities for making up these academic de- 
ficiencies if they exist, are available in most sections 
of the country, so that no one otherwise qualified 
may be deprived from sitting for examination. 
Academic examinations are held in Philadelphia 
from time to time for the benefit of those endeavor- 
ing to meet the requirements of the Department of 
Public Instruction. For the young man whose 
parents can afford the necessary outlay, however, 
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I suggest the full, academic, high school course for 
the cultural value to be obtained therefrom. The 
technical training required for his chosen profession 
may be obtained later with added advantage. 


Where it is possible, the university training is to 
be desired, since its possessor has a foundation that 
will serve him well in after years. Indeed some of 
our leading accountancy firms are constantly on the 
lookout for suitable college graduates; and, other 
things being equal, they are given first considera- 
tion. I may add that in Pennsylvania two years’ 
credit in lieu of accounting experience is given to 
the possessor of a college diploma. The academic 
college course is suggested where possible; but since 
this is not always within reach, the specialized busi- 
ness course, such as is given by our leading uni- 
versities, may be taken with great advantage. The 
time is undoubtedly coming when every candidate 
for C.P.A. examination will have to present a 
diploma from some recognized college or university. 


It need not be assumed, however, from what Isay, 
that one must have had a high school or a college 
training in order to succeed as a professional ac- 
countant, because there are many able accountants 
who, without even the high school privileges, have 
risen high in their chosen profession. On the other 
hand, many college graduates are sadly deficient in 
the qualities necessary for an expert accountant, 
As a matter of fact, those who make a success in the 
accounting profession are few compared with the 
great number who seek admission. But even 
though there be exceptions from both viewpoints, 
the college-trained man has the advantage in the 
long run. 


Perhaps one of the most notable examples of 
success as a professional accountant, without all of 
the preliminary academic training suggested above, 
is that of Mr. J. E. Sterrett, C.P.A., of the firm of 
Price, Waterhouse & Co. Mr. Sterrett was the 
moving spirit in the organization of the Pennsy]- 
vania Institute of Certified Public Accountants, of 
which I am now secretary. He was also one of the 
promoters of the American Institute of Accountants, 
which has done and is doing such great work in the 
advancement of the profession. His advisory and 
constructive work for the Treasury Department in 
Washington is well known. Mr. Sterrett is now 
located in Berlin, Germany, as consulting and 
advisory accountant to the Dawes Plan Commis- 
sion. The appointment was made by President 
Coolidge. A finer gentleman and an abler ac- 
countant than Mr. Sterrett, is not to be found any- 
where. 


The Technical Training 


Here is where the teacher comes in, since success 
or failure to a young man is so frequently dependent 
upon the advice given in early years, and fortunate 
indeed is the young fellow who has had the guiding 
hand of a wise, sympathetic, broad-minded in- 
structor. The more training the student has along 
specialized lines, the better for him in the long run, 
particularly since the accounting profession is one 


PACH=z STUDENT 


September 


in which ‘‘The survival of the fittest’”’ principle is 
ever being demonstrated. 

Following the high school, I suggest a thorough 
bookkeeping course in some good business school 
such as those to be found in most of our cities, 
or perhaps a complete course in some good com- 
mercial high school of known standing, where 
the thoroughness of training is a cardinal feature. 
There is so much specialized matter to suggest in a 
preparatory course such as we are discussing, that 
it becomes almost necessary to disconnect it entirely 
from the regular high school course, and to place it 
on a post-graduate plane or in the university itself. 

A post-graduate course such as this, should 
comprehend the various subjects that will eventu- 
ally be of value to the professional accountant. 
These obviously must include the production, trans- 
portation, and marketing of commodities, thus 
giving a prominent place to the study of commercial 
geography and business processes. 

Applications for positions on the accountant’s 
staff are of frequent occurrence, particularly by 
persons who have taken evening accounting courses 
or correspondence courses. A brief interview in 
many cases convinces one of the unfitness of the 
applicant for the work. Some are too old or may 
have training along only one line; others are out of 
work and have been advised “to get into the 
accounting game’’; others are ambitious young . 
fellows who are just out of school or college and have 
had little or no practical experience; others have had 
brief clerkships or may have studied accountancy 
and believe themselves fitted for actual practice; 
while others, regardless of their professional train- 
ing or education, may have qualities or habits or 
personalities that unfit them entirely for success 
in this line of work. In many cases, however, 
the seeker after employment is honest in his 
expectations and greatly disappointed when his 
efforts have not proved successful. Too often these 
men have been misinformed as to the possibilities of 
the accounting profession or have been advised to 
study accountancy regardless of the consequences. 
As I have already stated, the instructor should 
determine whether or not the young candidate for 
the accounting profession has the qualities neces- 
sary for success therein. If not, he should be en- 
couraged, if possible, to shape himself along some 
other line of activity. The instructor, however, by 
advising in due time as to the qualities necessary 
for this line of work can be of service both to the 
student and to the accountant. 

The preliminary training for young accountants, 
or even for bookkeepers, should be along specific 
lines, and the instructor is advised to have definite 
plans to follow and to insist at all times upon high- 
grade work. If he has no definite standards to 
follow, the student will acquire the same haphazard 
inclinations. If he is slipshod and indifferent in his 
work, the contagion will spread. If he is satisfied 
with half-way standards or tolerates inaccurate 
results, he does the student an injustice that may 
cling to him for life. If the teacher, on the other 
hand, is neat, particular, accurate, systematic, and 
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satisfied only with the best to be had, the enthusi- 
asm for the same kind of work will be imparted to 
those who are under him. 

Perhaps a few illustrations may be of service. 
The course of study should comprehend all the 
little things that are so likely to be disdained by 
bothteachersandstudents. I refer, for example, to 
the importance of accuracy and rapidity in addi- 
tion, multiplication, division, billing, fractions, 
decimals, percentage, interest, etc. Too much 
drill along these lines can hardly be given, and 
constant exercise in mental arithmetic and rapid 
calculations are greatly to be desired. The ability 
to write well and to make good figures is very im- 
portant. A quick mathematical mind and a good 
memory are particularly desirable qualities, be- 
cause there are so many occasions when the ability 
to make mental calculations or to remember details 
respecting facts, are of supreme importance to the 
accountant. Paper and pencil are not always 
available and frequently the opportunity to use 
them is not provided. A retentive memory is, 
therefore, a very necessary quality for the profes- 
sional accountant. 

I said that close attention should be given to 
little things and that definite plans should be 
adopted. The habit of abbreviating words and 
sentences should be discouraged as much as pos- 
sible; or of using ditto marks too freely; or of 
omitting the years from dates; or of using the 
figures ‘‘4-10-25” for ‘“‘April 10, 1925;” or of loose- 
ness in ruling up accounts, in bringing down 
balances, and in forwarding from one page to another; 
and so forth. It should be remembered in this 
work as Well as in all others, that “‘if a thing is 
worth doing at all, it is worth doing well.’’ 

Papers should be filed systematically, erasing 
should be discouraged, entries and memoranda 
should be clearly stated, memorandums should be 
made on pads or paper used for the purpose and not 
on scraps of paper; working papers should be uni- 
form in size and have a systemmatic plan of arrange- 
ment. Accounts should be ruled up neatly and 
properly, preferably with red ink and ruler. The 
balances both above and below the lines, should be 
written with red ink for convenience in distinguish- 
ing them as balances. 

Figures on top of figures are illegible. Interlinea- 
tions and erasures are evidences of carelessness. 
Slovenly work is an abomination wherever found, 
and the accountant not infrequently has it to con- 
tend with in his practice. The student therefore, 
should be required to rewrite any bookkeeping set 
or exercises that do not come up to the standard of 
neatness and accuracy required by the instructor. 

Following the high school and business courses 
suggested above, a term of two or more years 
should be spent in the business office of some good 
corporation before seeking employment on the 
- accountant’s staff. 


The Work of the Accountant 
The work of the professional accountant is exact- 


_ ing and continuous, particularly if he has a satis-. 
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factory practice. In serving the public he must be 
at their disposal when called upon. Results and 
findings must be accurate and reliable and be the 
outcome of actual investigation. Guess work will 
never do. The accountant must present results of 
his findings in a clear, understandable way so that 
the client can understand them without difficulty. 
The work is manifestly of confidential nature and 
must be so regarded by the principal accountant and 
his assistants. Familiarity with actual business is a 
very necessary prerequisite and a knowledge of 
business law and tax requirements is imperative. 
All lines of business are included in the accountant’s 
activities, so that the more he knows about com- 
mercial undertakings, the better for himself and his 
clients. 

It is the custom of text book writers on account- 
ancy to concentrate their efforts largely on the 
methods used by trading concerns and manufactur- 
ing establishments. As a matter of fact, the 
accountant’s services comprehend a much greater 
list than that, as will be seen by consulting any 
classified business directory. It includes among 
others, the newspaper company, the hotel, the com- 
mission merchant, the fish hatchery, the steamship 
company, the brokerage business, the office build- 
ing, the real estate office, the laundry, the dye 
house, the trust estate, the building and loan associ- 
ation, the school, the hospital, the church, the club 
or society, the records for the professional man, and 
so forth. 

Therefore, since there are so many lines of activity 
requiring the constructive services of the accountant, 
I am convinced that more of them should be 
emphasized in the accountancy courses. There is 
no better way of learning the real problem and inside 
facts pertaining to any line of business, than by 
attempting to construct a system of bookkeeping 
records for its use. That being true perhaps a 
greater variety of bookkeeping practice sets might 
be introduced in schools with real advantage to the 
graduating students. 


HE following comments on the subject of 
“Preliminary Training for the Field of Public 
Accounting’’ embodied in a letter from Mr. 
Homer 8S. Pace to Mr. Bennett will be of interest. 

‘‘The best possible preliminary training for the 
practice of accountancy, I have often thought, is 
an engineering course. Failing that, general aca- 
demic education up to and including college grad- 
uation, with plenty of exact and technical work 
in mathematics and the natural sciences, is desir- 
able. If college education is not practicable, then 
full academic, high-school education with college 
matriculation should be had, together with supple- 
mentary evening-school training, which should 
preferably include both technical accountancy and 
academic subjects. 

“Commercial high-school training is not rich 
enough, ecademically speaking, to afford a basis for 
a professional career. Many an able accountant 
comes by this route, but his high-school work should 
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be supported by evening study of an academic 
nature. 

‘‘From the viewpoint of work experience, it seems 
to be the consensus of opinion of practicing ac- 
countants that a period of work as a bookkeeper, 
particularly if it can be made to include work on the 
closing of books and the preparation of statements, 
is a most desirable preliminary to employment on 
an accountant’s staff. If the incoming practitioner 
does not have training of this kind, he usually lacks 
an exact work habit, and his employer finds it 
difficult, under the difficult conditions of practice, 
to develop work habits of exactitude and precision. 
A cadet at West Point does considerable drilling 
with the rifle, and in this way he later knows, when 
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he is in command of troops, what he can reasonably 
expect from the private. Working on books bears 
the same relation to accountancy practice as drilling 
with the rifle bears to the commanding of troops. 

“In my judgment, there are a number of ways in 
which one may make satisfactory academic and 
other preparation for the practice of accountancy. 
The method can not at this time be profitably 
standardized, and I think the best we can do is to 
urge the acquisition of liberal academic education, 
together with the formation of work habits of 
exactitude and precision, which can be acquired in 
technical studies and in the preparation of business 
documents and in the keeping of business re- 
cords.”’ 


Operating Procedures and Records of a 
Dairy Products Organization 


An article adapted for magazine purposes from the thesis of Charles L. Pelton, 
a Sraduate of Pace Institute 


N this article there will be considered a dairy pro- 
ducts organization that deals in butter, eggs, 
milk, cream, and the like. The organization has 

receiving stations known as creameries at con- 
venient points in the country, and it has central 
stations called branches distributed throughout the 
city, at which the milk and cream is pasteurized, 
bottled, etc., and from which distribution is made 
to the public by means of routes served from these 
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central branches. The general office is located at 
one of the branches. 

The three major operating problems are: (1) 
obtaining a supply of milk, etc.; (2) pasteurizing, 
bottling, etc.; (3) distributing. Each will be 
described. 

Obtaining a Supply of Milk 

The creameries are located throughout the 

country district within a radius of perhaps two 
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hundred miles of the city. The farmers deliver their 
supplies of milk to these creameries once a day. 
Each creamery is managed by a creamery super- 
intendent, who usually has five or six assistants. 

No bookkeepers are employed at the creameries. 
All bills for expenses, such as coal, building repairs, 
filling of ice houses, and the like, are approved by 
the superintendent, who also indicates on the bill 
the expense account which is to be charged. The 
bills are forwarded to the general office, where they 
are vouchered and paid by check. 

A petty cash fund is kept on the imprest system 
at each creamery. Expenditures are comparatively 
small; therefore, a very small fund is required. A 
petty cash statement and the receipted vouchers 
are sent to the general office on the first of each 
month. 


A record of milk received is kept by the super- 


intendent on a milk receipts card. This card has 
vertical columns for sixteen days and for a total, 
and forty or fifty horizontal spaces in which the 
names of the various farmers are written. Whena 
receipt is given to a farmer for milk delivered to the 
creamery, an entry is made on the milk receipts 
card. Thecardisarecord of quartsonly. After all 
deliveries for the day are made, the superintendent 
totals the columns for the day, and forwards a 
statement to the creamery manager’s office, stating 
the number of quarts received that day. He also 
forwards a copy tothe accounting department. On 
the fifteenth and on the last day of each month he 
prepares a recapitulation of the milk receipts cards, 
giving the total number of quarts delivered by each 
farmer during the specified period, with each name 
in full and correctly spelled. This is forwarded to 
the accounting department, where it is checked 
against the total of daily statements and computa- 
tion is made of the amount due each farmer. The 
recapitulation is then passed to the creamery 
manager for inspection and to the treasurer’s 
department, from which checks are forwarded to 
the creamery superintendents for distribution. All 
milk received at the creamery each day is shipped 


PACE SrUDewr 


Page 149 


out immediately, and usually the entire shipment 
goes to one of the central branches. As each can 
contains forty quarts, it is very easy to compute the 
number of quarts shipped. The superintendent 
forwards an ordinary post card each day to the 
manager of the central branch, stating the number 
of cans shipped. He also forwards this information 
to the accounting department. Some milk is 
spilled in filling cans, etc., and each creamery man 
is usually allowed a quart each day. The super- 
intendent makes up a daily statement on which he 
accounts for all spills and allowances and brings his 
shipments in agreement with his receipts. This 
statement is forwarded to the creamery manager 
for inspection and comments, who later passes it to 
the accounting department. This is the general 
procedure at all creameries, although the milk is 
bottled at most of the certified creameries before 
it is shipped. 

Only the best grade of white eggs are handled, 
and are purchased from a first-class wholesale 
dealer. The egg boxes are ordered in large quanti- 
ties with the firm name printed onthem. The eggs 
are packed in them in the cold storage vault, which 
is located at the most centrally situated branch. 
The butter is made at the branches, as will be ex- 
plained later. A condensary is also operated by 
the large companies. As the operations and pro- 
cesses of a condensary are more in the nature of a 
manufacturing organization, they will not be dis- 
cussed in this article. Suffice it to say that the 
condensary makes shipment to the storage vault 
of sufficient condensed milk to meet the needs of 
the routes, while the surplus products are sold 
wholesale. 


Pasteurizing and Bottling 


The milk is trucked to each of the branches from 
the nearest railroad yard. The responsibility for 
the proper exchange of cans between the central 
branch and the creameries which supply it, is 
placed entirely upon the branch superintendent. 

(Continued on page 152) 
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The Accountant’s Legal, Moral, and Financial 
| Responsibility 


The second part of a paper read on April 2, 1 925, before the Michigan Association 
of Certified Public Accountants by Richard Fitz-Gerald, C.P.A., of the 
Detroit office of Lybrand, Ross Bros. & Mon tgomery 


(Concluded from the August Issue) 


In the first part of this paper, which ap- 
peared in the August issue of The Pace 
Student, Mr. Fitz-Gerald discussed the 


moral responsibility of the accountant. 


The concluding installment discusses 
the legal and financial responsibility of 
the accountancy practitioner. 

—The Editor. 


Legal Duties and Liabilities 


OBERT H. MONTGOMERY, in the first 

R edition of his Auditing Theory and Practice, 

page 588, summarizes the legal duties and 
liabilities of auditors as follows: 

““(1) Anyone who holds himself out as skilled in 
a profession is charged with a higher degree of 
responsibility than one who is inexperienced and 
who does not seek professional work. Acting in a 
professional capacity, an auditor must do more 
than ascertain the mere arithmetical accuracy of 
the accounts. If the accounts do not represent the 
true financial position of the undertaking under 
examination, and if that fact is apparent or can 
reasonably be deduced from the face of the accounts 
themselves, then the auditor is under a legal obliga- 
tion to discover and disclose the true state of 
affairs. 

““(2) The auditor, however, is not an insurer 
unless he assumes such a position. If he uses 
reasonable care—the care of an ordinarily skilful 
auditor, under the circumstances of the case—no 
legal responsibility is incurred by him. 

‘““ (3) Reasonable care has been stated by the 
courts to depend upon the circumstances of each 
case. Where there is no reasonable ground for 
suspicion of fraud, it is not necessary to take as 
Many precautions as are requisite where the auditor 
is led to believe that irregularities exist. 

‘““ (4) Ordinarily what is known as a test audit is 
sufficient, but in every case there must be a careful 
survey of the assets, the liabilities, the income, 
and the expenses, in order that the auditor may 
satisfy himself that the assets and the income are 
accounted for, and that the liabilities and expenses 
are properly supported. The auditor need not 
verify every item, but he must not omit any part 
of an audit which the custom of the profession 
decrees should be covered. 

““(5) The experience of other practitioners and 
access to recognized authorities on the subject being 
available, a defense of ignorance as to what is 


required in an audit will not save an auditor from 
responsibility for failure to follow settled rules of 
practice. 

““(6) The general rule of the common law, that 
all men are considered honest until proved dis- 
honest, may be observed by an auditor with respect 
to the staff of the client; but he is charged with an 
exceptional degree of diligence in recognizing indica- 
tions of dishonesty on the part of those who occupy 
responsible positions. 

‘““(7) An auditor’s relation to his client is in the 
highest degree confidential, and he has no legal 
right to communicate with third parties (debtors or 
creditors) unless he secures permission to do so. If 
his position as auditor becomes incompatible with 
honesty, he may withdraw at any time, but he is not 
at liberty to disclose to outsiders the cause of his 
withdrawal. 

““(8) In communicating with his client, however, 
the auditor is bound to disclose information, of 
whatever nature it may be, which is of value to the 
client, and any suppression of material facts is at 
his own risk. 

““(9) In the event of loss through an auditor’s 
negligence, the client may recover damages against 
him. ’ The measure of damages is the amount which 
the client or other interested party has lost as a 
legal consequence of the auditor’s failure to properly 
perform his duty.”’ 


Skill 


In Smith vs. London Assurance Corporation, 
96 N. Y., Supplement 820, the appellate division of 
the Supreme Court of New York held the account- 
tants lable for the sums embezzled. In this 
case it was shown that public accountants were 
employed on the express agreement that they 
should frequently check the plaintiff’s cash account 
in one branch of its business and verify the items. 
therein; that they negligently and wilfully failed to 
do so; and that on account of such failure its 
cashier was enabled to embezzle large amounts of 
money. In the decision the court quotes from 
Cooley on Torts (2nd Ed. p. 277) as follows: 

“Every man who offers his services to another 
and is employed, assumes the duty to exercise in 
the employment such skill as he possesses with 
reasonable care and diligence. In all those em- 
ployments where peculiar skill is requisite, if one 
offers his service, he is understood as holding him- 
self out to the public as possessing the degree of 
skill commonly possessed by others in the same 
employment, and, if his pretensions are unfounded, 
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he commits a species of fraud upon every man who 
employs him in reliance on his public profession. 
But no man, whether skilled or unskilled, under- 
takes that the task he assumes shall be performed 
successfully and without fault or error. He under- 
takes for good faith and integrity, but not for 
infallibility, and he is liable to his employer for 
negligence, bad faith, or dishonesty, not for losses 
consequent upon mere errors of judgment.”’ 


Reasonable Care 


In re Republic of Bolivia Exploration Syndicate, 
Ltd., 1 Chancery Division, 139 (Eng.) 1913, it was 
held that company auditors are bound to know or 
make themselves acquainted with their duties; and 
if the audited balance sheets do not show the true 
financial condition of the company and damage is 
thereby occasioned, the onus is on the auditors to 
show that this damage is not the result of any 
breach of duty on their part. Auditors are prima 
facia responsible for ultra vires payments made on 
the faith of their balance sheets, but whether and to 
what extent they are responsible for not discovering 
and calling attention to the illegality of payments 
made prior to the audit must depend on the special 
circumstances of each case. 

This decision shows the need for a complete 
understanding with a client before work is under- 
taken. The accountant should know exactly what 
the client wants and be sure, if he is not given a 
free hand, that the limitations on his services are 
made clear to the client and ail other parties con- 
cerned, and that they appear on any statements or 
certificates he may prepare. 

An auditor is held to reasonable care, but is 
entitled to draw a conclusion from test checks. In 
re London and General Bank case, 2 Ch. Div. 673 
(1895) the court said: 

‘“‘What is reasonable care in any particular case 
must depend upon the circumstances of that case. 
Where there is nothing to excite suspicion, very 
little inquiry will be reasonable and sufficient; and 
in practice I believe, business men select a few 
cases haphazard, see that they are right, and 
assume that others like them are correct also. 
Where suspicion is aroused more care is obviously 
necessary, but still an auditor is not bound to 
exercise more than reasonable care and skill even 
in the case of suspicion, and he is perfectly justified 
in acting on the opinion of an expert where special 
knowledge is required.”’ 

In the valuation of inventories and other matters 
requiring specialized knowledge, it would seem that 
‘the accountant is entitled to rely on the judgment, 
of the trusted and skilled employees of his client, or 
of experts of recognized standing. 


Auditors not Insurers 


The auditor does not insure or guarantee the 
correctness of his statements. He is held only to 
reasonable care. 

In a recent decision of the Supreme Court, 
Appellate Division, N. Y., Justice Martin quoted 
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from Lord Justice Lopes (page 290) as follows: 

“The duties of auditors must not be rendered too 
onerous. Their work is responsible and laborious, 
and the remuneration moderate. I should be sorry 
to see the liability of auditors extended any further 
than in In re London and General Bank. (1) In- 
deed, I only assented to that decision on account of 
the inconsistency of the statement made to the 
directors with the balance sheet certified by the 
auditors and presented to the shareholders. This 
satisfied my mind that the auditors deliberately 
concealed that from the shareholders which they 
had communicated to the directors. It would be 
difficult to say this was not a breach of duty. 
Auditors must not be made liable for not tracking 
out ingenious and carefully laid schemes of fraud 
when there is nothing to arouse their suspicion, 
and when those frauds are perpetrated by tried 
servants of the company and are undetected for 
years by the directors. So to hold would make the 
position of an auditor intolerable.” 

In preparing certified balance sheets and income 
statements for submission to, third parties care 
should be taken clearly to show in the accompany- 
ing certificate all essential qualifications. It is not 
enough to say, subject to our detailed report made 
on such and such a date to so and so. 

In re London and General Bank, 2 Ch. Div. 673 
(1895) the court said: 

“An auditor, however, is not bound to do more 
than exercise reasonable care and skill in making 
inquiries and investigations. He is not an insurer; 
he does not guarantee that the books do correctly 
show the true position of the company’s affairs; he 
does not guarantee that his balance sheet is accurate 
according to the books of the company. If he did 
he would be responsible for an error on his part, 
even if he were himself deceived, without any want 
of reasonable care on his part, say, by the fraudu- 
lent concealment of the book from him. His 
obligation is not so onerous as this. 

“Such I take to be the duty of the auditor: He 
must be honest—that is, he must not certify what 
he does not believe to be true, and he must take 
reasonable care and skill before he believes that 
what he certifies is true.”’ 

Inasmuch as an auditor’s relation with his 
clients is a contractual one, he should be careful to 
avoid affirmative action that might render him 
liable as insurer or guarantor. 


Right to Assume Honesty of 
Clients’ Employees 


In the absence of suspicious circumstances the 
accountant has the right to assume that the em- 
ployees of his client are honest and to rely on them 
to the same extent his client does. This has saved 
some accountants from the consequences of their 
negligence, inasmuch as they have been able to 
plead that they had relied on the trusted employees 
of the client, as they had the right to do, and were 
deceived to an equal degree with the client. Ina 
recent New York decision the court said: 

(Concluded on page 157) 
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Operating Procedure and Records 


of a Dairy Products Organization 
(Continued from page 149) 


The creamery superintendent is sup- 
posed to keep a reasonable stock of cans 
on hand, and at least once a week he 
mails a card to the branch superintendent 
giving him an inventory of cans on hand 
All milk received each day, except that 
which is transferred to the separator and 
the churn room is pasturized and bottled, 
in order that the foreman of the bottling 
department may make an accurate state- 
ment each night of the amount of milk on 
hand. The branch superintendent ren- 
ders a daily report, (Form 1) to the 
accounting department. This report will 
now be described. 

On Hand.—A physical inventory of 
the milk on hand, which is always in the 
local storage vault, is taken each day after 
all the routes are in. 

Receipts.—The receipts shown on 
this report are checked at the general 
office against the daily shipment cards 
received from the Creamery Superinten- 
dents, who ship to the respective branches. 

Sales.—The respective totals must 
agree with the detailed report rendered 
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by the head bookkeeper, which will be 
explained later. 

To Other Branches.—It often hap- 
pens that the shipments from the 
creameries can not be controlled accu- 
rately enough to exactly meet the 
requirements of the respective branches. 
The shipments are, therefore, arranged 
so that a branch conveniently located 
may receive a truck load or two of milk 
each day from another branch. In that 
case, the amount reported by the one 
superintendent is added to the total of the 
shipment cards chargeable to the other 
superintendent, and checked against the 
receipts reported by him. 

To Separator.—It can be determined 
very closely the amount of cream that 
can be obtained from a forty-quart can of 
milk. The required number of cans are 
therefore taken to the separator room 
each day. 

The receipts for cream will represent an 
amount based on the amount of milk 
separated. 

To Churn Room.—The churn room 
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at the branch serves to regulate the sup- 
ply of milk on hand. When sales are low, 
the surplus milk is separated and 
churned. The butter is transferred to 
the storage vault, where it is pressed and 
wrapped in pound and half-pound pack- 
ages and placed into cartons. This is the 
best grade of butter, and is known as 
“print butter.”” Enough buttermilk is 
bottled to fill the route orders, the sur- 
plus buttermilk being a loss. The 
skimmed milk is sold by contract to a 
cheese factory. The amount delivered 
each day is reported on the daily state- 
ment, and bills are rendered from the 
general office. 


Slops and Spills.—This does not 
need any explanation. These losses are 
very difficult to control, and petty thefts 
may be absorbed in this item with little 
chance of detection. 

Remarks.—Under this heading the 
Superintendent explains anything that 
might appear to be irregular. 


Regarding butter, eggs, and condensed 
milk, the exact amounts required each 
day are indicated by the orders given by 
the route drivers the previous day. The 
required amounts of each are then req- 
uisitioned from the centrally located 
storage vault. The requisition is made 
out in triplicate. The original and one 
copy are signed by the person who 
receives this merchandise and are left 
with the man in charge of the vault. He 
sends the original to the accounting 
department, where it is used as a check 
against the daily statement rendered by 
the superintendent, and he keeps one 
copy for his records. From these, post- 
ings are made to his inventory cards, and 
also serve as a receipt. 


Distributing 


In an organization of this kind, dis- 
tributing means serving the public by 
means of routes, which cover every 
avenue and street inthe city. There are 
from fifty to one hundred and fifty routes 
running out from each of the branches. 
As the drivers come in each day, they 
give their orders for the succeeding day 
and unload their empty bottles. The 
orders are entered on the daily order 
sheet (Form 2) as they are given. This 
sheet is totaled, and the order is given 
to the foreman of the bottling depart- 
ment. The orders for milk and cream 
are also given in total to the foreman on 
the receiving platform. He sends the 


. required number of cans to the pas- 


teurizer, and also to the separator, and any 
surplus is sent to the churn room. The 
daily order sheet serves three purposes. 
First, it gives the total amount of each 
item required to fill the orders for the 
succeeding day, as has been explained. 
Second, it is the record from which the 
daily sales and cash sheets for the re- 
spective routes are made up. Third, the 
wagons are loaded each morning with the 
order indicated on the daily order sheet. 
This order is, of course, given by the 
man the previous day. After the drivers 
have turned in the daily sales and cash 
sheets, they are checked back against the 
daily order sheet so as to detect any 
changes that might be made on the 
sheets. A record of the daily transac- 
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tions of each route is obtained by means 
of a daily sales and cash sheet (Forms 3 
and 4). The daily sales and cash sheets 
are prepared each day for the succeeding 
day. The route number and date are 
stamped on each one, and the respective 
orders are posted to the Ordered column 
from the daily order sheet. 

At first thought, it will seem to any 
one not familiar with the records of a 
milk company that because of the great 
number of customers, the work involved 
in keeping customers’ accounts must be 
very voluminous. This detail, however, 
is kept by the drivers themselves in the 
route books (Forms 5 and 6). On the 
bookkeepers’ ledgers, which are actually 
accounts receivable ledgers, each route 
represents an account receivable; the 
amount receivable in each case being 
determined by the outstanding balance 
on the respective route book. It is 
obvious that the responsibility for cor- 
rectly charging the customers, carrying 
out the balances at the end of the month, 
and the like rests upon the drivers. It 
will be noticed that spaces are not 
provided in the route book for every item 
carried. For instance, butter and eggs 
can be charged in any one of the spaces 
not used. A customer rarely takes more 
than three different items. If the route 
foreman or a man other than the regular 
driver has occasion to serve the route, 
the price charged will indicate the item 
taken. The majority of bills are col- 
lected weekly by the drivers. If monthly 
credit is desired by a customer, certain 
information must be furnished, and the 
bill is then mailed out from the office. 
For all weekly bills, the week ends on 
Sunday, and the bills are collected the 
following Monday or Tuesday. For 
example, suppose the week ended on 
Sunday, the fifteenth, and the customer 
had taken two quarts of Grade B each 
day at 12 cents per quart for that week. 
The driver would carry out under the 
fifteenth the amount of $1.68. If he 
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the amount off with a line drawn through 
it, and enter the amount under the 
sixteenth in the black space at the 
bottom of the account. If it was paid 
Wednesday, he would enter the amount 
under the eighteenth. When the driver 
turns in each day, he is given credit in 
the Returned Column on his daily sales 
and cash sheet for all milk, cream and the 
like returned. He then deducts the 
returns from the amount ordered and 
carries the actual amount of each item 
sold to the Sales column. He fills in the 
current prices and makes the computa- 
tions, which give him the sales in dollars 
and cents in the amount column. He 
then uses the reverse side of the sheet 
(Form 4) and lists all account numbers 
and amounts collected that day. In 
case of a dispute with a customer and the 
driver is compelled to deduct some part 
of the bill, he enters the net amount col- 
lected in the amount column, and the 


column. If conditions warrant it, the 
amount is approved by the branch 
superintendent or his assistant, and the 
bookkeeper credits the route for the 
indicated amount of discount. After the 
driver has figured his sales, listed his 
collections, and the like, he passes his 
book and sheet to his bookkeeper, who 
verifies all computations regarding his 
sales, posts the amount of sales and cash 
to the route sheet (Form 6) in the back 
of the book, and passes the sheet back to 
the driver. The driver then turns his 
cash and sheet in to the cashier. 

We have yet to consider the book- 
keeping records, cashier’s records and the 
General Office Records. 


Bookkeeping Records 


A form of customer’s ledger (Form 7) 
is used. There is room for two months 
on each sheet. Each bookkeeper has 
from eighteen to twenty-two routes. He 


collected the bill Monday he would check amount deducted in the Discount posts to the ledger from the Daily Sales 
(Left Page) (Right Page) 
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and Cash Sheets, with the exception of 
transfers. When a customer owing a 
balance moves from one route to an- 
other, the driver who transfers puts 
through a transfer slip, which must be 
approved by the receiving driver. When 
it is approved, the receiving route is 
charged and the transferring route is 
credited. The Sales to Date and the 
Cash to Date columns are provided in 
order that the outstanding, or balance, 
for the route may be determined daily. 
It is obvious that this method gives the 
bookkeeper an excellent check on the out- 
standing balances on the drivers’ books. 
It is only necessary for him to compare 
the outstanding of a particular date with 
the outstandings of the corresponding 
dates for the past two or three months 
in order to determine whether or not it is 
normal. If, however, the outstanding 
appears to be too high, he should balance 
the driver’s book and check the out- 
standing with that shown in the ledger. 
There is also a blank sheet in the back of 
each route book on which the positively 
inactive accounts are listed. This is the 
only record kept of such accounts. At 
the end of each month when the book- 
keeper closes out, he gives the driver 
credit in the summary for the amount of 
these bills. When a route balances, the 
total of the transfers from discount, cash, 
inactive accounts and the outstanding 
current bills will equal the sales and 
transfers charged to the route. If, how- 
ever, a driver takes a route on which there 
is a shortage of the previous driver, he is 
also given credit for this shortage until 
itis paid. Each bookkeeper keeps a con- 
trolling account, or “recap”? as it is 
called, against which he proves the sales, 
cash, and outstanding accounts of his 
routes each day. 

The drivers receive, in addition to their 
weekly wages, a commission on collec- 
tions. The pay-roll week ends on Tues- 
day. Each Tuesday night the book- 
keeper adds the cash turned in from 


Month Route No. 
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September 


ROUTE NO. 


CASH 


Form 6—Route sheet 


Wednesday to Tuesday, inclusive, on the 
respective routes, and brings the amounts 
out in the blank space on the right of the 
ledger sheets. The amounts are then 
listed according to route numbers and 
drivers’ names, and the lists are for- 
warded, together with the pay-roll sheets, 
to the pay-roll office, where they are used 
as a basis for computing the commis- 
sions due. Each bookkeeper makes up 
each day a detailed analysis of sales for 
his routes, the total of which must prove 
with the amount of sales as shown on 
his ‘‘recap.”’ These analysis sheets are 
turned over to the head bookkeeper, who 
renders a daily sales statement (Form 8) 
to the accounting department at the 
general office. This statement is used for 


Driver 


Trans. 
From 


Sales 
to Date 


| Transfers 
Date | To 


Discount 


Out- 
standing 


Summary 


Form 7—Customer’s sheet 


cost purposes, statistics, etc. The total 
sales of milk, cream, etc., in quarts, 
shown on the daily statement (Form 1) 
rendered by the branch superintendent 
must agree with the totals in quarts, etc., 
shown on the daily sales statement. 
Sales of butter and eggs are also checked 
against the requisitions from the storage 
vault for the corresponding date. At 
least once a year the inactive accounts on 
each route are thoroughly investigated by 
the route foreman, in order that those 
which are uncollectable, or which can not 
be located, may be written off. The 
route is credited with the amount of the 
bills written off, and a memorandum of 
the total amount is sent to the accounting 
department at the main office to be 
charged off, and also to be used as a basis 
for setting up a reserve for bad debts, etc. 


Cashier’s Records 


The essential thing concerning the 
cashier is accuracy. He must receive the 
exact amount of cash as shown by the 
total of the summary. If there is an 
error in the addition on the sheet, the 
driver alone is affected. The cashier 
has an ordinary two column, bound cash 
book in which he enters daily the route 
numbers and cash received from each. 
The total must check with the total 
indicated on the head bookkeeper’s con- 
trol of the “recaps” of the various 
ledgers. The cashier also enters in the 
cash book any other cash receipts, such as 
security deposits received from drivers, 
special cash sales, etc. Cash receipts are 
deposited daily in the local bank, and a 
simple form of deposit statement is for- 
warded to the treasurer’s department at 
the general office, showing the receipts 
from routes, and other receipts itemized. 
The bank also forwards a deposit receipt 
to the general office daily. The petty 
cash fund is kept on the Imprest system 
and must be quite large due to the neces- 
sity of paying freight bills on bottles, hay, 


t 
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feed, etc. An ordinary itemized state- 
ment is rendered to the general office 
twice a week. 

The pay-roll sheets are made up by 
the foremen of the various departments. 
The driver’s sheet is made up by the 
assistant branch superintendent. They 
are approved by the branch superinten- 
dent and are turned over to the cashier, 
who forwards them, together with the 
drivers’ commission sheets, to the pay- 
roll office. When the envelopes, receipts, 
change list, and the pay-roll check are 
received, the cashier cashes the check at 
the local bank, prepares the envelopes, 
pays the men and returns the receipts to 
the pay-roll office. A great many checks 
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are received in the mail in payment of 
monthly bills, etc. In these cases, it is 
necessary to know the respective route 
numbers on which the customers are 
located. In order to provide for this 
information, bill heads are perforated 
weekly for each route, indicating the 
route number and date. The cash is 
held by the cashier and a credit slip is 
issued to the driver, which notifies him 
that the bill is paid. He credits the cus- 
tomer and turns the slip in as so much 
cash along with the other cash items. 


General Office Records 


Pay-roll office.—A signature card for 
each employee is kept on file at the pay- 
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roll office, against which the signatures 
on the receipts are checked. As pre- 
viously stated, separate pay-rolls are 
made up for each department or division 
of the business. The amounts for the 
respective pay-rolls are entered in a pay- 
roll analysis book, which is passed to the 
general accounting department for post- 
ing to the various departments or 
divisions. The expenses of the pay-roll 
office are distributed to the various 
branches, creameries, divisions, etc., on 
the basis of pay-roll amounts. 
Creameries division.—General su- 
pervision of the creameries is controlled 
through a creamery manager, who ap- 
proves the schedules of amounts due the 
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farmers on the first and fifteenth of each 
month, passes all creamery bills before 
they are vouchered and paid, approves 
the creamery pay-rolls, and, in general, 
controls all transactions having to do 
with the creamery branch of the business. 
He is informed as to receipts, shipments, 
etc., at each creamery through receipts of 
the daily statements issued by the 
creamery managers. At the time of 
closing, the expenses of the creameries 
division are distributed to the creameries 
on the basis of receipts. 


General Accounting Department 
The ledgers used are a general ledger, and 
an expense ledger with a control ledger. 
The cash records are ordinary receipts 
and disbursements books, with respec- 
tive columns for the branch banks, and 
for the bank in which the general account 
is kept. A voucher record is used 
(Form 9). The accounts indicated are 
controlling accounts —they and the 
physical units or divisions which they 
represent will be explained in the order 
in which they appear. 


Supply room.—The Supply Room is, 
in fact, a stock room from which miscel- 
laneous supplies are requisitioned by the 
various branches, shops, etc A perpetual 
inventory is kept by means of a card 
system. The control in the voucher 
record supports the analysis sheets,which 
indicate the various supplies purchased, 
such as harness, blankets, carriers, lan- 
terns, route books, bill heads, feed 
measures, forks, stationery (analyzed), 
bottle caps, freight and express, and the 
like. Posting to the inventory cards is 
made from these sheets. All supplies are 
issued upon receipt of signed requisitions. 
These requisitions are the basis upon 
which the various branches, etc., are 
charged and the respective supplies 
credited. The expenses of the supply 
room are distributed to the branches, 
shops, etc., on the basis of supplies 
requisitioned. 


Branches.—Bulky supplies for the 
branches, such as car-loads of bottles, 
cans, cases, coal, hay, feed and the like, 
are shipped direct to the branches. An 
analysis sheet is kept for each branch, 
from which posting to the various ex- 
pense accounts is made. The expenses 
for each department located at a branch 
are determined. At the time of closing 
these are closed out and charged to the 
branch; except the expenses of the churn 
room, which are charged to the storage 
vault, and the expenses of the pasteuriz- 
ing department, which are charged to 
milk purchases for the branch. 


Garage and Shop.—A general garage 
and repair shop is maintained at which 
work is done for all the branches. Prac- 
tically all purchases for the garage and 
shop are repair parts, tools, etc. A few 
miscellaneous supplies, however, are req- 
uisitioned from the supply room. The 
analysis sheets indicate such items as 
tools (analyzed), tires, tubes, brake- 
linings, gasoline, kerosene, grease, mis- 
cellaneous bolts and nuts, freight and 
express, etc. The foreman keeps a mem- 
orandum of expenses incurred on each 
job. This is passed to the accounting 
department and is used as the basis for an 
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entry charging the branch indicated. 
It is obvious that the only expenses in the 
garage and shop at the time of closing 
will be the overhead items and a few 
direct expenses, such as tools, etc. The 
total of these is distributed to the 
branches on the basis of work done: 


Wagon shop.—The method used in 
the garage and shop for charging out 
jobs is also used in the Wagon Shop. As 
nearly all purchases are bulky, such as 
wagon wheels, tires, axles, lumber, etc., 
they are delivered direct to the shop. 
Expenses remaining in the wagon shop 
account at the time of closing are dis- 
tributed to the branches on the basis of 
work done. 


General Stable.—Horses are usually 
purchased by the car load, and charged 
to the general stable. A record is kept of 
each horse by the stable foreman, indicat- 
ing price, age, general description, and 
the like. When a horse is assigned to a 
branch the record accompanies it, and the 
branch is charged with the purchase 
price. All blankets, halters, ropes, and 
other equipment are requisitioned from 
the supply room. The only items on the 
analysis sheets, therefore, are items such 
as feed, hay, bedding, shoeing, freight 
and express, etc. The expenses of the 
general stable are distributed to the 
branches on the basis of horses assigned. 


Creameries.—The principal accounts 
on the analysis sheets are: Building 
Repairs, Machinery Repairs, Grading, 
Ice, Coal, Freight and Express, Taxes, 
and Insurance. The expense of operat- 
ing the creameries is considered as 
additional cost of milk purchases. 


Milk purchases.—Under milk pur- 
chases, there are sub-accounts, sub- 
divided into grades for each branch. 
The expenses of the creameries are 
charged to the respective Milk Purchases 
accounts of the branches to which they 
ship. In case one branch receives milk 
from another one, the receiving branch 
is charged and the other one credited on 
the percentage basis. At the time of 
closing, the Milk Purchases accounts are 
closed out and charged to the respective 
branches. 


Administrative.—This item is prac- 
tically the same in all commercial or- 
ganizations. The analysis sheets contain 
such items as typewriter maintenance, 
stationery, supervision, traveling ex- 
pense, and the like. Administrative 
expenses may be distributed to the 
branches, shops, etc., on the labor basis. 


Miscellaneous. — This division in- 
cludes items such as advertising, repre- 
sentation, dues, general welfare, and the 
like. These charges are posted in detail 
and are distributed to the branches on the 
basis of sales. Purchases of eggs are 
also included here and are charged to the 
storage vault. At the‘time of closing, 
the expenses of the storage vault are dis- 
tributed to the various branches on the 
basis of merchandise requisitioned, and 
are charged on a percentage basis to the 
cost of eggs, butter, and condensed milk 
sold. Supplies for the creameries division 
is also included and posted direct. The 
purchasing department is also main- 
tained separately, and the expenses are 
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distributed on the basis of purchase 
requisitions. 

The handling’ of milk is, of course, con- 
trolled to some extent by State laws and 
city ordinances. In some sections of the 
country the price of milk is based on 
weight, and the quality is also determined 
by weight. 


Auditing the 
Tax Return 


EADERS of The Pace Student 
Ri be interested in the facts set 

forth in an article which appeared 
recently in The Pittsburgh Ac - 
countant of the Pittsburgh School of 
Accountancy. 


*‘Business executives and accountants 
will certainly be interested in the figures 
recently issued by the income tax unit of 
the Federal Bureau of Internal Revenue 
in Washington. These figures, dealing 
with the number of pending cases on in- 
come tax refunds, abatements and other 
matters show the possible time that may 
be required to finally decide upon the tax 
liabilities of individuals and corporations. 

‘‘The figures as issued during the early 
part of the month of June, show 1,409,739 
pending cases made up as follows: 


Year Cases Still Pending 
1I91I7V AY oe 4,867 
1918.22 ee 9,139 
1919. alee ae ee 20,685 
1920.,422>0.. 2). oe 163,848 
1921.06 se eee eee 357,827 
192227 3 ee 458,879 
1923... Ss Jae 394,494 
Total’: 7422) See 1,409,739 


“The foregoing is, as will be observed, 
exclusive of the 7,000,000 to 8,000,000 
returns which have been received cover- 
ing the year 1924. 

“With a field force of only 2,200 agents 
and inspectors, working at top speed, 
considerable time will pass before the 
1924 returns will receive much atten- 
tion.”’ 


‘‘Pace Men’”’ 


ACE Men is the title of a new book- 
Pr let which has been prepared by 
Pace Institute, New York. The 
new book contains biographical sketches 
and accompanying photographs of many 
Pace graduates and former students 
which have appeared in past issues of 
The Pace Student. Since the bio- 
graphical sketches appeared in The Pace 
Student many of the graduates have 
changed their place of employment or 
have advanced vocationally. Such 
changes and any other new data are in- 
corporated in a foot-note at the end of 
each sketch. 
The new booklet is to be forty-eight 


“pages with an attractively designed 


cover. The foreword is given by Daniel 
C. Roper, War Commissioner of Internal 
Revenue, who is now a member of the 
firm of Roper, Hagerman, Hurrey & 
Parks, of Washington, D.C. 


1925 


PACE STUDENT 


The Accountant’s Legal, Moral, 
and Financial Responsibility 


(Continued from page 151) 


“The auditors relied on Blank. They 
were deceived by him. So were the plain- 
tiffs. The auditors could have per- 
formed their work independently 
of what they were told by Blank. But 
Blank was the employee who dealt with 
them and who gave them the books and 
papers upon which they were to work. 
They did not suspect any wrong-doing; 
and believed they were justified in taking 
the information given them by the firm’s 
representative, who exercised without 
interference, power to deal with them in 
reference to their work. The auditors 
relied on Blank’s honesty, but no more 
than did plaintiffs.”’ 


Liability to Third Parties 


Where a third party, relying on an ac- 
countant’s report, enters into a contrac- 
tual relation with the accountant’s 
client, the general rule is that the ac- 
countant has no responsibility to the 
third party. In an American decision it 
was held that inasmuch as there was no 
contractual relation between the third 
party and the accountants, there was no 
breach of duty; that the third party was 
a stranger to the accountants; and, as no 
duty rested upon them to him, they could 
not be guilty of any negligence of which 
he could complain. 

While this is the general rule, it is my 
opinion that an accountant might be- 
come liable to a third party under certain 
circumstances. In a case in which this 
question arose, an abstracter of titles 
who furnished an abstract to the owners 
of property was held liable to the pur- 
chaser, who relied on it, on the theory 
that there was privity of contract be- 
tween them. In another case the rule 
was laid down that an abstracter is liable 
for negligence to an undisclosed principal 
where he had knowledge that his report 
was intended for a third party or for a 
specific use. (Dickle vs. Nashville Ab- 
stract Co. (1890) 89 Tenn. 431, 24 Am. 
St. Rep. 616, 14 S. W. 896), (Young vs. 
Lohr (1902) 118 Iowa, 624, 92 N.W. 
684). 

The liability to a third party depends 
upon privity of contract. If an ac- 
countant has knowledge that his report 
is intended for a third party, even though 
that party be unknown to him, it would 
appear that he is liable. There is a long 
line of decisions supporting this view: 


Talpey vs. Wright (1895) 61 Ark. 275, 
54 Am. St. Rep. 206, 32 S. W. 1072. 
Schade vs Gehner (1896) 133 Mo. 252, 

34 S. W. 576. 

Zweigardt vs. Birdseye (1894) 57 Mo. 
App. 462. 

Glawatz vs. People’s Guaranty Search 
Co. (1900) 49 App. Div. 465, 63 N. Y. 
Supp. 691. 

Lockwood vs. Title Ins. Co. (1911) 73 
Misc. 296, 130 N. Y. Supp. 824. 


Equitable Bldg. & Life Asso. vs. Bank of 
Commerce & T. Co. (1907) 118 Tenn. 
678, 12 L.R.A. (N. S.) 449, 102, S. W. 
901, 12 Ann. Cas. 407. 


In Anderson vs Spriestersbach (1912) 
69, Wash. 393, 42 L.R.A. (N.S.) 176, 125, 
Pac. 166, it was held that one preparing 
an abstract of title to real estate at the 
instance of the owner of property, which, 
at his instance, is delivered to a stranger, 
whom the abstracter knows will rely on 
it in dealing with the property, is liable 
to him for losses resulting from a material 
error or an omission in the abstract. 


Scope of Verification 


There is authority indicating that an 
auditor is not required to go outside of 
the books and records in the performance 
of his work and is not required to com- 
municate with debtors, creditors, or other 
outside parties. In Irish Woolen Com- 
pany, Lim. vs. Tyson et al, decided by 
the Irish Court of Appeals, January 20, 
1900 (Acct. L. R., 1900, p. 13) the court 
said: 


“He (the auditor) is entitled to see the 
company’s books and the materials for 
their books, and also to ask for explana- 
tions. But he is not called on to seek 
for knowledge outside the company, or 
to communicate with customers or 
creditors.”’ 

The English courts have drawn a dis- 
tinction between the accountant and the 
auditor, due to peculiar local conditions, 
regarding the former as the person who 
writes up and keeps the books and the 
latter as the person who verifies their 
accuracy. No such distinction exists in 
the United States; nor have our courts, 
as far as I can find, had the occasion 


to make this distinction. In Short & 
Compton vs. Brackett, Colchester 
County Court, May 6, 1904 (Acct. 


L.R., 1904, p. 85), the court said: 

*‘An accountant making an investiga- 
tion of accounts for an incoming partner 
is entitled to assume that the books are 
correct, the accountant not having been 
instructed to audit, but merely to make 
up the account from the books.”’ 


It should be regarded as probable that 
the American courts will, in giving 
weight to the English precedents, con- 
sider essential differences in methods of 
practice and hold American practitioners 
to recognized American standards. 

In a case where dividends were paid 
out of capital and the auditors passed the 
accounts, the auditors were held liable 
(Leeds Estate Building and Investment 
Society, Lim. vs. Shepherd, L.R., 36 Ch. 
Div. 787 (Aug. 9, 1887),: 


“Held that it was the duty of the 
auditor in verifying the accounts of the 
company not to confine himself to verify- 
ing the arithmetical accuracy of the 
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balance sheet, but to inquire into its 
special accuracy and to ascertain if it 
contained the particulars specified in the 
articles of association and was properly 
drawn up to contain a true and accurate 
representation of the company’s affairs. 


ce 


Heth Dew. Lné payment of the 
dividends, directors’ fees, and bonuses to 
the manager actually paid in those years 
appears to be the natural and immediate 
consequence of such breach of duty; and 
I hold L liable for damages to the 
amount of the money so paid.”’ 


Contributory Negligence 


In order successfully to hold the ac- 
countant for losses the client, in the 
absence of fraud, must not have been 
negligent or blameworthy himself. Ifthe 
client does not employ proper accounting 
methods or safeguard his property by 
adequate internal check, all the ac- 
countant can do is show the conditions 
as they are and call attention to the im- 
perfect nature or the inadequacy of the 
records and system. As the court very 
aptly said in re Kingston Cotton Mills 
Co., 2 Ch. Div. 279 (Court of Appeals 
May 19, 1896): 


‘He (the auditor) is a watchdog, but 
not a bloodhound.’’ 


In an Appellate Division, Supreme 
Court, New York, case the court said: 


‘“‘Although a proper audit would have 
disclosed facts leading to the discovery of 
Blank’s wrong-doing, there are a number 
of other elements entering into this case 
which show that the plaintiffs are not 
without blame and could have avoided 
the loss . 


“His various and divers duties and 
powers put him in a position to keep 
records and papers . so as to 
deceive the accountants who relied on 
him. If it be assumed that they should 
not have done so, it is nevertheless true 
that the plaintiffs also relied upon him 
to an extent beyond all reason in view of 
all the circumstances. 


“It also appears that the accountants 
notified the plaintiffs in writing that a 
certain ledger should not be taken out of 
the control of one H . The ac- 
countants wrote the plaintiffs ‘as this 
ledger is now operated, it is practically a 
check on the sales department and we 
see no advantage in establishing a 
separate ledger.’ Notwithstanding this 
advice, plaintiffs put that ledger under 
Blank’s direction leaving him with con- 
trol of every book in the office necessary 
to work his schemes and, at the same 
time, conceal his misdeeds.”’ 


Financial Responsibility 
It is my conclusion that: 


1. The accountant is liable for losses 
which arise through hisnegligence,or which 
could have been prevented if he had per- 
formed his work with reasonable skill and 
diligence. In the absence of contributory 
negligence the client could recover the 
full measure of his !oss. 
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2. Where there is proven negligence 
on the part of the accountant and con- 
tributory negligence on the part of the 
client, the client may recover not more 
than the amount of the fee paid to the 
accountant. 

3. An accountant is liable for his torts, 
and where fraud can be proven, is at civil 
law liable for losses caused by his wrong- 
ful acts or his criminal failure to act. 

4. While the general rule is that the 
relation of accountant and client is based 
on contract and the former cannot be 
held liable to third parties, still he may 
render himself so liable by privity of 
contract, such as knowledge that his re- 
port is to be used to influence a third 
party, conference with a third party, 
delivery of a copy of his report to a party 
other than his client, reading proofs of a 
prospectus in which his statements are 
quoted, etc. 

5. An accountant is not held to lia- 
bility as an insurer or guarantor, but he 
should avoid affirmative action that 
might render him liable as such. 

6. In any service we undertake to per- 
form we are held to a reasonable degree 
of skill and care and we will be held liable 
for losses caused because of a lesser skill 
than we represented ourselves as posses- 
sing or through our failure to exercise 
reasonable care. 

In justice to the public and our pro- 
fession, and to our clients’ and our own 
interest, all of us in public practice should 
catry insurance covering our financial 
responsibiility. If any of us in our 
practice should be so unfortunate as to 
cause loss to anybody, I am quite sure it 
would be a great satisfaction to be able 
to right matters financially. Moreover, 
if it were generally known that ac- 
countants had taken measures to financi- 
ally guarantee their work, it is reason- 
able to assume that the demand for their 
services would increase. 


Day School 
Activities 


HROUGH the courtesy of Mr. 
Frank P. Chapman, of The Federal 
Reserve Bank, the students of the 
day division, Pace Institute, were ac- 
corded the privilege of visiting that 
institution recently. Mr. Alexander and 
Mr. Walker, who were assigned as guides, 
conducted the students through the 
various departments of the bank. Ina 
very interesting manner, they recounted 
its history, and explained its functions. 
After the tour had been completed a 
moving-picture was projected which 
showed the ramifications of the Federal 
Reserve Bank system and its influence on 
the industrial activities of the nation. 


R. F. J. ROWAN, of the National 
M Cash Register Co., cordially re- 

ceived the members of the day 
division recently and personally demon- 
strated one of the latest models of the 
company’s cash register. The students 
were greatly impressed by the extensive 
operations of the machine and by the 
possibility of its adaptation to a highly 
developed system of records and controls. 


T the day school assembly held on 
Monday, July 6th, Mr. John H. 
Bulin, Jr., gave a talk on the sub- 
ject of “‘Accuracy.’’ Mr. Bulin analyzed 
his subject from three viewpoints: the 
necessity for accuracy as applied to the 
work of the individual; the means by 
which accuracy on the part of sub- 
ordinates is secured to executives and em- 
ployers; and the necessity for a high 
standard of accuracy in statements, both 
financial and general, issued for the 
public at large. 

He brought into his talk also the 
obligation resting upon men who have 
fitted themselves by intensive study for 
accurate thinking—an obligation tersely 
expressed in the French ‘Noblesse 
oblige’’—to make that capacity of value 
to the community as a whole through 
such channels of government or business 
as might be open to them. 


R. A. E. CURDY, who has been in 
D charge of the day school, con- 

ducted the concluding assembly of 
the spring session. He recalled to the 
students the salient features of the talks 
of preceding speakers, and presented to 
the students some useful ideas in con- 
nection with their future conduct and 
activities as members of the accounting 
profession. He emphasized the need of 
constant study and preparation if success 
is to be obtained. 


Walsh Institute 
Graduates 


ALSH INSTITUTE OF DE- 

V V TROIT, underthe able direction 

of Mervyn B. Walsh, C.P.A., is 

one of the many schools throughout the 

country which conduct the Pace Courses. 

It is interesting to note just what gradu- 

ates and former students of Walsh Insti- 

tute are doing. The following list of 

successful practitioners and executives 
will be of interest. 


Public Practice 


Bauer, George F., C.P.A., Lybrand, 
Ross Bros. & Montgomery, Detroit; 
Boothe, J. Lee, C.P.A., Majestic Build- 
ing, Detroit; Bullock, Cyril N., PAT, 
Haskins & Sells, Detroit; Clinton, Robert 
E., C.P.A., Smith-Clinton Audit Com- 
pany, Detroit; Fitz-Gerald, Richard, 
M.E., C.P.A., Manager, Lybrand, Ross 
Bros. & Montgomery, Detroit; Grundy, 
Albert J., C.P.A., Grundy Audit Com- 
pany, Detroit; Lehman, C. J., C.P.A., 
Miller, Bailey & Company, Detroit; 
Lynch, Cornelius J., C.P.A., Schneider, 
Lynch & Walter, Detroit; Meisner, Harry 
H., B.C.S., LL.B., C.P.A., First National 
Bank Building, Detroit; Mellon, Harry 
W., C.P.A., Richards Audit Company 
Detroit; Mounteer, C. E., CP lAS 
Mounteer & Mounteer, Detroit; Moun- 
teer, E. S., C.P.A., Parsons Audit Com- 
pany, Detroit; Robertson, Albert, C.P.A., 
Simpson & Robertson, Detroit; Rowland, 
William C., C.P.A., Manager, E. C. 
Little Audit Company, Detroit; Smith, 
David, C.P.A., Ford Building, Detroit; 
Van Tifflin, William H., CPA. EX H: 
Fletcher & Company, Detroit; and 
Wyman, M. L., C.P.A., P. R. Beasley 
Company, Detroit. 
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Private Practice 


Bailey, J. V., Secretary & Treasurer, 
Nizer Corporation, Detroit; Craig, H. C. 
Credit Manager, Detroit Lubricator 
Company, Detroit; Dreisbach, Ira W., 
Auditor, National Loan & Investment 
Company, Detroit; Faddis, Thomas M.., 
C.P.A., Auditor, American Blower Cont- 
pany, Detroit; Ferry, Hugh J., Assistant 
Treasurer, Packard Motor Car Com- 
pany, Detroit; Francis, Albert H., 
C.P.A., Sibley Lumber Company, Detroit; 
Garrick, W. J., Auditor, Hannan Real 
Estate Exchange, Detroit; Gilmore, 
Arthur S., Assistant Secretary, Union 
Trust Company, Detroit; Kroha, F. L., 
Secretary & Treasurer, Metalwood Man- 
ufacturing Company, Detroit; Mackay, 
Hugh, Auditor, National Can Company, 
Detroit; May, H. G., Comptroller, Berry 
Brothers, Inc., Detroit; Neff, C. Earle, 
C.P.A., General Auditor, Paige-Detroit 
Motor Car Company, Detroit; Sullivan, 
Howard M., Treasurer, Brown-Hutchin- 
son Iron Works, Detroit; and Sweeney, 
Joseph A., Factory Auditor, Kelsey 
Wheel Company, Inc., Detroit. 


Benjamin Franklin 


University 


ENJAMIN FRANKLIN UNI- 
15: VERSITY an institution of learn- 
ing with authority to confer 
academic degrees has succeeded Pace 
Institute, Washington, D. C., from and 
including August 1, 1925. 

The initial department of the Univer- 
sity will be a School of Accountancy and 
Business Administration, preparing stu- 
dents for the degrees to be granted— 
Bachelor of Commercial Science (B.C.S.) 
and Master of Commercial Science 
(M.C.S.). Credit will be given towards 
these degrees for all work heretofore com- 
pleted by candidates at Pace Institute 
and other recognized schools. 

The University, with offices at 303-312 
Transportation Building, Washington, 
D. C., will be under the direction of 
members of the BENJAMIN FRANK- 
LIN UNIVERSITY Corporation, none 
of whom is a member of the firm of Pace 
& Pace. Organization of the University 
is being perfected by a Committee con- 
sisting of John T. Kennedy, LL.B., 
Andrew H. Blass, C.P.A. (N. H.) and 
C. W. Salmond, C.A. (Scotland). 

So faras may be deemed practicable 
the same faculty will be retained. The 
Pace Courses, teaching procedures, and 
methods will be followed in the Accoun- 
tancy instruction. 

Prospective candidates for degrees 
should consult with the officials of 
the University for the purpose of adjust- 
ing scholastic credits. Active students 
of Pace Institute should consult with the 
officials of the University for information 
respecting the Pace certificate of gradua- 
tion. 
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Annual Meeting 
American Institute 
of Accountants 


HE business man’s burden, namely, 
the job of preparing each year an 
income-tax return that will satisfy 
Uncle Sam, will be one of the principal 
topics for discussion when the American 
Institute of Accountants holds its annual 
meeting in Washington, D.C., September 
15th and 16th. The accountants are 
trying to figure out a way of simplifying 
the procedure of levying and collecting 
the federal income tax, so that the 
making of returns will be less of a task for 
business men. 


Invitations have been extended to 
government officials and to other authori- 
ties on taxation to take part in the dis- 
cussions. Accountants from all parts of 
the country who have been grappling 
with tax problems for years will make 
suggestions as to how the way of the 
business man may be made easier so far 
as the problem of federal taxation is 
concerned. 


This effort is an evidence of the active 
interest taken by accountants in the 
great fiscal questions of the day. Ac- 
countants are cooperating with chambers 
of commerce, trade organizations, banks 
and public officials in all parts of the 
country in public affairs and civic under- 
takings. The accountants during the 
past year have made efforts to reduce 
business crime and to extend the use of 
commercial arbitration in the settlement 
of business disputes. These items were 
both part of the public’ service work 
undertaken by the Institute. 


The accountants are making a de- 
tailed study of the federal income tax law, 
as the result of which it is expected that 
definite recommendations will be laid 
before Congress as to steps that may be 
taken to simplify the process of levying 
and collecting the tax. When the recom- 
mendations are ready for presentation to 
the public, the opinion and comment and 
possibly the endorsement of chambers of 
commerce, trade organizations, civic, 
public and quasi-public bodies will be 
asked. 

The inconvenience and uncertainty 
which are a part of the present system of 
levying and collecting taxes are a source 
of as much complaint on the part of the 
business man, the accountants believe, 
as the amount of the tax. If this incon- 
venience and uncertainty can be reduced 
or eliminated, the accountants believe 
that a distinct accomplishment will have 
been recorded. 

Controversial and political questions, 
the Institute announces, will be avoided 
in its recommendations and no effort will 
be made to suggest rates of taxes or the 
forms that taxation might take. The 
accountants will confine themselves to 
recommendations as to the simplification 
of the tax system. 

George O. May, of New York, will be 
one of the speakers. His subject will be 
“Taxable Income and Accounting Bases 
for Determining It.”’ 
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_ The tentative program for the conven- 
tion period follows: 


Monday, September 14, 1925 
Registration—All day. 


10 A.M.—Meeting of council. 
2 P.M.—Meetingoftrustees, American 
Instituteof Accountants Foundation. 
3 P.M.—Meeting of Members of Ex- 
amining Boards. 


Tuesday, September 15, 1925 
Registration—All day 


10 A.M.—Invocation. 
Business session. 
Reports of officers, council 
and committees. 
2 P.M.—Business session. 

2.30 P.M.—Address: ‘Taxable Income 
and Accounting Bases for Determin- 
ing It,”’ by George O. May. 

Discussion. 
5 P.M.—Annual meeting, American 
Instituteof Accountants Foundation. 


Wednesday, September 16, 1925 


10 A.M.—Business session. 
Election of officers and mem- 
bers of council. 
11 A.M.—Business session. 
Report of committee on 
public affairs. 
2 P.M.—Business session. 
2.30 P.M.—Address: “The Law of Evi- 
dence, by J. Harry Covington. 
Discussion. 
7 P.M.—Banquet. 


Thursday, September 17, 1925 
10 A.M.—Meeting of council. 


Annual Convention 
American Society 


ClP Tans 


HE Fourth Annual Convention of 

the American Society of Certified 

Public Accountants will be held in 

Richmond, Virginia, from September 9 to 

12 inclusive. The convention head- 

quarters and meeting place will be at the 
Hotel Jefferson in that city. 


The membership of the Society is com- 
posed exclusively of certified public 
accountants of the various states and the 
District of Columbia. The Society is 
taking an active part in legislation and 
other matters affecting the interests of 
certified public accountants throughout 
the country. The convention will un- 
doubtedly be largely attended. 


The outline of the program for the 
annual meeting follows: 


Wednesday, September 9, 1925 


10.10 A.M.—Directors Meeting. 
12.00 M.—Adjournment. 
No meeting in afternoon. 


Thursday, September 10, 1925 


9.00 A.M.—Registration. 
10.00 A.M.—Invocation. 
10.00 A.M.—Address of Welcome. 
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10.10 A.M.—Report of President. 
Report of Treasurer. 
Report of Secretary. 

11.00 A.M.—Report of Mr. D. W. 
Springer, the Chairman of the Legis- 
lative Committee. 

11.30 A.M.—General Discussion of Mr. 
Springer’s Report. 

12.00 M.—Adjournment. 


Thursday Afternoon and Evening 


Entertainment by the Virginia Society of 
Public Accountants. 


Friday, A.M.—September 11, 1925 


10.00 A.M., 10.30 A.M., 11.00 A.M., 
11.30 A.M. 
Speakers to be announced later. 
12.30P.M.—Adjournment. 


Friday, P.M.—September 11, 1925 


2.00 P.M.—Committee Reports: 
Committee on Publication, Committee 
on Relations with State Societies, Com- 
mittee on Ethics, Committee on Profes- 
sional Education. 
3.00 P.M’, 3.15 P.M. 
Speakers to be announced later. 
3.45 P.M.—General Business. 
5.00 P.M.—Adjournment. 
7.30 P.M.—Banquet at Hotel Jefferson. 
Speakers to be announced later. 
11.00 P.M.—Adjournment. 


Saturday, September 12, 1925 


10.00 A.M.—Organization Meeting of 
New Board of Directors. 


The 
Pace Alumni 
Association 


will hold its 


NEXT REGULAR 
LUNCHEON 


The 


Machinery Club 


of New York 
50 Church Street 


on 
Saturday, Sept. 19, at 
1:30 o’clock 


Arrange to attend this 
luncheon—send your check 
to-day to F. M. Schaeberle, 
Executive Secretary. 


The charge is $1.65 
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New Fall Classes in 
Accountancy and Business 


Administration—day and 
evening classes—are now be- 
ing organized at Pace Inst- 


tute, New York. Early enrolment is urged 
in order that applicants may not be excluded from the limited number 
of students permitted in each class. 


The following are the opening dates of the Accountancy Classes: | 


Evening Division—Tuesday, September 8,6 P.M. 
Monday, September 14, 8 P.M. 
Daytime Division—Monday, September 14,9:15 A.M. 


Men and women trained in the Pace Course are making good every- 
where in responsible, executive positions. They are makmg good, 
because they know thoroughly those principles on which all busi- 
ness is based—principles of Accounting, Law, Management, Eco- 
nomics, and Finance. Their study has given them definite, usable 
training; it has been productive study. 


The Institute will also organize September classes in English and in 
Public Speaking—English, Tuesday, September 22, at 6 P.M.; Public 
Speaking, Thursday, September 24, 8 P.M. 


Write now for literature descriptive of the work of Pace Institute, 
and for information concerning the opening dates of the September 
classes. Ask particularly for “‘Pace Men,’’ a booklet full of helpful 
information about men trained in the Pace Course, who are now 
practicing accountants or executives in responsible business positions. 


Pace Institute 


NEW YORK, 30 Church Street 
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Collection and Compilation of Tax Data 


Routine aspects of corporate tax work. 


Adapted for magazine purposes from graduation 


thesis of George H. Coppers, Pace Institute, New York. 


This article explains how one of the largest 
corporations in the United States, conducting 
business in forty-four states, and maintaining 
offices in over three hundred cities, collects and 
compiles the tax data necessary for making its 
state and federal returns. 


The complexity of such a task is apparent from 
the fact that this corporation makes over five 
hundred tax payments each year, including pay- 
ment of Federal taxes, state franchise taxes, state 
income taxes, personal property taxes, and real 
property taxes.—THE EDITOR. 


HOSE of us, resident in New York, subject to 
income taxes, both state and federal, have 
heard and read much about this particular type of 
involuntary contributoin to the coffers of our 
Government. We have read tax laws and tax 
manuals; we have learned what income is taxable 
and what income is not; we have learned what 
expenses may be deducted from our income before 
figuring our share of the contribution and what 
expenses may not; and we have been told some- 
thing of the rules of practice before the new Board 
of Tax Appeals. An idea of the burden under 
which the corporation doing business in many 
states throughout the country is laboring, may be 
conveyed by mention of the fact that nearly every 
state in the Union imposes a tax upon domestic 
and foreign corporations, doing business within its 
bounds, somewhat similar in character and purpose 
to our own franchise tax on business corporations. 
When I speak of the ‘“‘burden under which the 
corporation labors,’ I do not mean financial 
burden. Enough has been said upon that score by 
politicians, economists, near-politicians, and near- 
economists in all parts of the country. In this 
paper I wish to treat of the subject of taxes from a 
purely accounting point of view. I wish to mention 
some of the routine, rather than technical, prob- 
lems that the corporation engaged in wide inter- 
state business must face and to present some of the 
solutions evolved by one corporation with which I 
am familiar. 


The corporation of which I speak is incorporated 
under the laws of the state of New Jersey and 
maintains offices and does business as a foreign 
corporation in some forty-four states. As a foreign 
corporation it is subject to state income and 
franchise taxes in practically every state in the 
Union. It maintains offices in approximately three 
hundred cities scattered over the country. It owns 
real estate in about forty of these cities and personal 
property in all of them. It is subject to municipal 
taxation, usually taking the form of real and 
personal property taxation in every one of the 
three hundred cities in which it maintains an 
office. In addition to these taxes upon its property, 
it is charged a license fee for the privilege of doing 
business in many of these cities, as well as in other 
cities where it maintains no equipment but merely 
sells and delivers to customers located therein. 
We learn that taxes are “enforced proportional 
contributions from persons and property for the 
support of the Government and subdivisions there- 
of,” and that they must not be paid in considera- 
tion of any service rendered or privileged granted, 
and therefore, strictly speaking, many of the im- 
posts that I will mention are not taxes. However, 
they are similar in character; and, if I may dis- 
regard the technicality, I will include them in the 
category of ‘“‘taxes.”’ 

Thus, our corporation makes about five hundred 
tax payments in the course of a year, aggregating 
approximately three million dollars, and roughly 
subdivided into six general classifications: federal 
taxes, including federal income tax and federal 
capital stock tax; state franchise taxes, including 
all state charges for the privilege of doing business 
calculated on other than an income basis; state 
income taxes, including all state taxes on income; 
personal property taxes, including, as the name 
implies, all taxes on personal property owned by 
the corporation; real property taxes, with which 
we are all familiar; and licenses, including all 
municipal charges on the privilege of doing busi- 
ness. All of these taxes involve the filing of returns 
at different times throughout the year, and the 
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payments fall due nearly every day. The corpora- 
tion taxpayer is presumed to know the law in every 
case, and nonpayment of any tax on the due date 
carries with it heavy penalties. Occasionally, the 
corporation is notified of the coming due date, but 
such notification is not to be relied upon. 

Thus, in addition to the technical problem in- 
volving the correct figuring of taxes, there is pre- 
sented another problem, routine in its nature—the 
evolution of a system that will insure the filing of 
returns and the making of payments within the 
dates specified, in order to avoid penalties and 
interest charges. An organization of an industrial 
nature, such as the one of which I speak, is not 
equipped to handle tax matters locally through its 
employees at the point of origin of the tax. Its 
local offices, operated by sales managers or factory 
managers, are not in position to deal properly with 
the varied and numerous problems presented by 
tax work. The responsibilities for the prompt 
filing of all returns and payment of all taxes are 
vested, therefore, in one department of the central 
office. 

Many corporations spend a great deal of time 
and expend large sums of money to assure them- 
selves that their federal income taxes are not 
Overpaid or improperly figured. Some corpora- 
tions give considerable attention to their state 
franchise taxes. Very few corporations give careful 
study to their real and personal property and 
municipal license taxes. This is accounted for by 
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the fact that with most corporations the amount 
involved is small. The corporation that I have 
taken as my example, however, is very large and 
pays out each year approximately five hundred 
thousand dollars for real estate taxes, eighty 
thousand dollars for personal property taxes, and 
fifteen thousand dollars for miscellaneous licenses. 
Thus, it is evident that improper assessments, 
penalties, and interest charges are expensive in the 
extreme and must be guarded against. 

The most difficult problem is that of providing 
a system whereby returns may be filed and pay- 
ments made within the required time. Very 
often in one municipality there are two sets of 
returns to be filed in the course of a year covering 
real and personal property valuations, one for the 
city taxes, on which values must be reported as 
of some particular assessment date; another for 
state or county purposes, on which values must be 
reported as of some earlier or later date. 
for every city in which we do business, we must 
be reminded of at least one return date and one 
payment date and, in some cases, of two or three 
return and two or three payment dates. The 
corporation doing an interstate business with offices 
in three hundred cities must employ a system, 
therefore, which will accurately keep track of 
between six hundred and twelve hundred dates. 
In order that values may be consistently reported 
and returns intelligently figured, it is desirable 
that the previous year’s assessment be kept in 
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mind when reporting current valuations. A simple 
card and tickler system satisfies both of these 
requirements. A card (Form 1) is used on which 
space is provided for the name of the city in which 
a particular tax must be paid, the nature of the 
tax, space for several years’ statistics in regard to 
figures returned, assessment, and amount of tax 
paid. Across the upper edge of the card there are 
provided a number of spaces, one for each month 
in the year. A separate card is used for each tax 
which must be paid in the course of the year. Three 
types of tickler are used, red, blue, and white. A 
red tickler signifies the month in which a return 
must be filed. A blue tickler signifies that a tax 
payment must be made. A white tickler signifies 
the month in which appeals will be heard from 
assessments fixed by the various tax boards. 
Assume, for the purpose of illustration, that the 
City of Kokomo, Indiana; imposes a tax on 
personal property; that a return must be filed 
during the month of February showing values as 
of January lst; that the Board of Review of 
Kokomo is in session during the month of March; 
that payment of the city personal property tax 
must be made during the month of June; and 
that penalty attaches after June 30th. This in- 
formation would be noted on a card (Form 1) in 
the spaces provided therefor. On the upper edge 
of the card, in the space marked ‘“‘Feb.”? would 
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Form 2 


be placed a red metal tickler, signifying that a 
return must be filed in that month. On the space 
marked “‘Mar.’”? would be placed a white tickler, 
signifying that the Board of Review is in session 
during that month. In the space marked ‘‘June’”’ 
a blue tickler would be placed, indicating that the 
tax must be paid in that month. 
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The cards (Form 1), some four hundred in 
number, are filed in a desk drawer or small card 
filing cabinet, the colored ticklers visible. On 
the first of each month, all cards bearing a tickler 
of any color, on that month, are withdrawn from 
the general file, and letters are written to the 
various branch managers requesting them to call 
at the local tax office and procure return blanks or 
tax bills as the case may be. These cards are then 
placed in a current file, those bearing red ticklers 
in one section, blue in another, and white in another. 
When the return blanks are received from the 
local offices, the card is removed from the current 
file, records consulted, the return filled out, the 
amount of the return noted on the card and the 
card returned again to the general file. Should it 
be a bill that is received from the local office, a 
somewhat similar procedure is followed. The bill 
is examined, assessed valuation checked against 
the amount appearing on the card, the extension 
verified, and the bill approved for payment on a 
certain date. The date on which payment is made 
is an item worthy of some consideration. It would 
be futile to pay a large tax bill a month before the 
due date and thus lose a month’s interest on 
several thousand dollars. When the bill has been 
examined and found to be correct, it is attached 
to the correspondence affecting it, stamped with 
a rubber stamp (Form 2) containing instructions 
as to payment, etc., and passed on to the voucher 
clerk for payment. The current card file is watched 
very closely, and as due dates draw near, follow- 
up letters are written to the various local offices in 
order to avert any possibility of return or payment 
being overlooked. Taxes on real estate are handled 
very much in the same manner as the personal 
property taxes above outlined, except that fewer 
returns are required in proportion to the taxes 
paid. Most cities, like New York, employ expert 
appraisers to fix the valuation of city real estate. 
In such cases the remedy of the unsatisfied tax- 
payer lies in appeal from the assessment. 

Federal taxes and various state franchise taxes 
differ somewhat in nature from the personal prop- 
erty, real estate, and license taxes, the method of 
accounting for which has been above outlined. 
For statistical purposes it is desirable that all 
federal tax payments be recorded on one card and 
JAN. res, mar, APR. 
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that a card be kept for each state, on which will 

appear all payments in the nature of franchise 

taxes and fees for the filing of annual reports. 

This necessitates a somewhat different procedure 

from the one used in connection with the munici- 
pal taxes above outlined. A card (Form 3) con- 

taining four horizontal spaces and five columns is 
employed. The horizontal spaces are numbered 1, 

2, 3 and 4 and each is used for a different type of 
federal or state tax. Each column contains space 

for a year’s payments and the card may be kept 

in use for five years. The protruding space at the 
top of the card is provided for the name of the 
state for which the card contains a record of tax 

payments. The fact that one card is kept for each 

state and that each card contains records of a 

number of different tax payments makes it im- 
possible to employ the tickler system on the tax 

card. A separate card system is used, therefore, 
merely for the purpose of keeping track of filing 

dates. In practically every case, payment of the 

tax is made upon filing of the return, and, for this 
reason, only one type of tickler is used, a red one. 

The card in this case (Form 4) is a simple one 

designed with a space across the top for each 
month and for the name and nature of the tax 
elsewhere thereon. At the beginning of each month, 
the small file containing the white cards (Form 4) 

is examined, and all cards bearing a tickler on that 

particular month are withdrawn and _ letters 
written to the state tax offices requesting return 
blanks. The cards are then placed in a current 

file pending receipt of the returns. Upon receipt 

of the returns, the small cards (Form 4) are re- 
moved from the current file, the returns figured, 

and the cards returned to the general file. A check 
is drawn for the amount of the tax, the amount 

thereof noted on the large record card (Form 3) 

and this card also returned to the file. A card is 
prepared for federal tax payments, similar in ap- 

pearance and operation to the cards prepared for 
state taxes; and federal taxes are handled in the 

manner outlined above. 

Previous to the inauguration of the system out- 
lined, reliance was placed upon memory and 
calendar pads to keep track of return and payment 
dates. In consequence, large sums were expended 
in penalties and interest charges, and the privilege 
of doing business in some states was temporarily 
suspended and much inconvenience and confusion 
resulted. 

As suggested in an earlier part of this paper, 
tax payments in the company under review are 
voluminous. For statistical purposes, therefore, it 
is desirable that a financial record of taxes be kept 
in addition to the ordinary voucher register, to 
which reference may speedily be made for informa- 
tion in regard to some particular tax, as well as 
for purposes of easy compilation of comparative 
reports at the end of the year. Vouchers covering 
all tax payments are prepared in the department 
which has supervision of the taxes. Each voucher 
is prepared in duplicate, the original accounts 
payable voucher being approved and passed on to 
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accounting department for entry in the voucher 
register, the duplicate being retained by the tax 
department. A columnar register (Form 5) is 
employed, one page or more of which is allotted 
to each state. At the month-end, all duplicate 
vouchers are arranged by states and posted in the 
tax register in the columns therein provided. At 
the end of the year, the annual tax report is pre- 
pared, being merely a transcription of the page 
totals in the columnar register. 

_ Taxes are paid either in advance or in arrears. 
In other words, a payment made today may 
cover taxes for a coming period, for a period which 
has gone, or for a period now in progress. When 
five hundred tax payments are made in the course 
of one year, each payment representing taxes 
covering a different period of time, some in ad- 
vance, some in arrears, there is some difficulty at 
the end of the year in ascertaining whether the 
net balance is in the nature of a deferred charge or 
a liability. At best, the amount of the balance 
either way must be an estimate. To obtain an 
accurate figure would involve a separate considera- 
tion of each of the five hundred payments, the 
period it covered, the time of the last payment, 
and the amount thereof expired if paid in advance 
or the amount of accrual if paid in arrears. Inas- 
much as a figure so obtained would not be of suffi- 
cient value to justify the labor expended in obtain- 
ing it, the next best plan is to estimate the deferred 
charge or liability in a reasonably accurate manner 
and at a cost of a reasonable amount of effort. 
The federal and state taxes, being largely on a 
calendar year basis and comparatively few in 
number, present no difficult problem. The diffi- 
culty arises in ascertaining the asset or liability 


created by the payment or accrual of the numerous 
municipal real estate, personal property, and 
license taxes. Investigation revealed that approxi- 
mately eighty-five per cent of all of such taxes paid 
were paid in about twenty-five cities, the cities 
wherein manufacturing plants were operated and 
in which the greatest amount of equipment and 
real estare were owned, and in which the greatest 
amount of business was done. It follows, therefore, 
that if a proper figure could be determined cover- 
ing the net asset or liability arising from payments 
or accruals in these twenty-five cities, that figure 
would be eighty-five per cent correct as to the 
condition of the company as a whole in respect to 
its liability for taxes. The fiscal tax year was 
determined, therefore, in respect to each of these 
twenty-five cities, and in respect to each the net 
deferred charge or liability was figured as at the 
end of the fiscal year of the company. The figure 
thus arrived at, together with the net deferred 
charge or liability created by reason of state and 
federal taxes, was taken to be the net deferred 
charge or liability for the company as a whole, and 
as such was reported in the annual report. 

The condition of the corporation taken as a 
model in this paper is somewhat unusual. An 
organization doing business as a foreign corpora- 
tion in forty-four states and having three hundred 
offices, each carrying merchandise, is not of the 
ordinary run of enterprise. The system above out- 
lined, therefore, is not general in application; 
nevertheless, it ig interesting and somewhat un- 
usual. At least one other corporation of nation- 
wide magnitude has adopted a similar system 
modeled after the one above illustrated, and reports 
indicate that its operation is most satisfactory. 
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American Institute of Accountants 
Annual meeting held in Washington, D. C., on September 14, 15, 16 and 17 


EMBERS and associates of the American 
Institute of Accountants in their annual 
meeting at Washington, September 14th to 

17th, inclusive, reviewed the progress made by the 
profession of accountancy in recent years, took 
stock of present day conditions, and made plans for 
careful protection of the profession during the years 
of rapid expansion which are believed to lie just 
ahead. 

Edward E. Gore of Chicago, past president of the 
Institute, gave expression to the thought of the 
convention when he presented the following resolu- 
tions, which were unanimously adopted: 


RESOLVED, That the American Institute of 
Accountants, convened in its tenth annual meeting, 
reaffirms its belief in the necessity for a strong 
national organization of the members of the ac- 
counting profession based upon the professional 
and moral fitness of the individual and immune 
from the whims and caprices of legislators who are 
careless alike of the welfare of the profession and 
the proper protection of the business interests of 
their constituents, and be it further 


RESOLVED, That the American Institute of 
Accountants will in the future as in the past do all 
that lies within its power to protect the interests of 
all who are engaged in the legitimate practice of 
the profession, especially when such interests are 
threatened by adverse legislation, and will partic- 
ularly endeavor to aid in the preservation and 
improvement of the laws of the several states which 
provide for the creation of Certified Public Ac- 
countants under regulations that guarantee the 
professional fitness of the holders of the certificates 
issued. 

Reports of officers, of the committees and of the 
Council of the Institute all indicated a steady and 
well-defined advance for the profession in many 
directions during the past year. Increased partici- 
pation in affairs of the nation, as well as in those 
of the states and of their political subdivisions, was 
an outstanding feature of the reports. The en- 
thusiastic endorsement given by the members and 
associates present to the work of the Bureau of 
Public Affairs of the Institute, which is operated 
under the direction of the Committee on Public 
Affairs of which Homer S. Pace is chairman, in- 
dicated the interest that public accountants are 
taking in widening the scope of their activities, and 
in the idea of public service, both on the part of 
the Institute and of its individual members and 
associates. 

Reports of committees showed that the Institute 
is continuing to develop its educational work. The 
Committee on Education is preparing a graded 
course of study which may be offered by institu- 


tions that prepare young accountants for the 
practice of their profession. This course of study 
is still in preparation and will not be available for 
some time. ; 

Legal supervision of the profession by the various 
states and territories is of less than thirty years 
standing and there is still a great lack of uniformity 
in the laws on the books of the states regulating the 
practice of accountancy. The committee on state 
legislation reported that with all but five of the 
state legislatures in session this year many efforts 
were made to amend existing laws. The Institute 
is committed to the idea of restrictive legislation 
which eventually would prohibit the practice of 
public accountancy by any except those duly 
authorized to do so as the result of careful examina- 
tion. 

The report of President John B. Niven showed 
that the membership of the Institute had increased 
104 during the year, and now numbers 2,009 
members and associates. President Niven said: 
“IT would again draw your attention to the liberality 
of our requirements for membership, particularly 
as regards certified public accountants, who are not 
called upon, as is so frequently believed, to submit 
to further practical examinations, provided their 
record shows that they have already passed tests 
which satisfy our board of examiners. This also 
leads to a word on the subject of reciprocity between 
our Own organization and other similar societies, 
and, what is perhaps even more important, between 
the boards of examiners of the various states. We 
have ourselves largely met the question as I have 
indicated by admitting to membership in the In- 
stitute all who, being otherwise eligible, have 
passed tests which are equivalent, in the judgment 
of our board of examiners, to those imposed by 
ourselves. The matter of reciprocity between 
states in the granting of certified public accoun- 
tants’ certificates has never been uniformly satis- 
factory, and any influence which we as an organiza- 
tion, or our members individually, can exercise to 
bring about a more satisfactory condition should be 
directed to this end.’’ 


The proposed amendment to the by-laws of the 
Institute under the terms of which after March 31st, 
1926, no applicant could have been admitted as a 
member or associate of the Institute and no associ- 
ate advanced to membership who was not a holder 
of a certified public accountant certificate was 
voted down by the members. 


Federal taxation formed the basis of a paper pre- | 


sented by George O. May, senior partner of Price, 
Waterhouse and Company, of New York, on 
“Taxable Income and Accounting Bases for Deter- 
mining It.’”” Mr. May spoke on the uncertainties 
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and misconceptions existing concerning account- 
ing bases for determining income for tax purposes 
and in regard to the significance of such terms as 
' “the.cash basis’’ and ‘‘the accrual basis’’ commonly 
employed in tax practice. He pointed out that in 
income taxation the first problem is to define in- 
come and the second is to allocate income in respect 
of time. He described several definite concepts of 
the nature of income held by economists and 
stated that the more serious difficulties are en- 
countered in determining when income emerges 
from the complicated business transactions of 
modern commerce so as to be properly taxable. 
Accounting bases employed in determining income 
affect the time when income becomes taxable rather 
than the amount of income ultimately taxable. 
Mr. May’s address dealt mainly with the time ele- 
ment in taxation. | 

Discussing what is taxable income, Mr. May 
stated that the clauses of the 1913 and 1916 acts of 
Congress purporting to define income or gross in- 
come left much to be desired. He pointed out that 
the Supreme Court has defined income as the gain 
derived from capital, from labor or from both com- 
bined. He referred to the difference of opinion 
between the Supreme Court and Congress as to 
whether stock dividends are income, but dividends, 
he pointed out, constitute a special problem, and 
are, both under the acts and court decisions, an 
exception to the rule that there is no income unless 
there is gain. He stated that as regards commercial 
operations there are probably few exceptions to the 
rule that income must be in the nature of gain. In 
the determination of income for commercial pur- 
poses, Mr. May pointed out, that the best practice 
is to be governed by considerations of conservatism 
under which profits are not taken except when and 
to the extent that they are received or at least 
reasonably assured. Congress has shown no dis- 
position, he points out, either to tax income not 
received or to deny losses actually sustained. Mr. 
May adds that whether the deductions permitted 
for depreciation or depletion are properly regarded 
as provisions for anticipated losses is difficult to 
say. Reviewing the bases of accounting for in- 
come, Mr. May pointed out that at the outset 
receipt or payment in cash was adopted as a general 
basis for inclusion of items in income-tax returns. 
This, he points out, was due to the fact that our 
first income tax law was enacted in the guise of an 
excise tax and that the law of 1909 was framed so 
as to provide that corporations should return in- 
come actually received and expenses actually paid. 
Mr. May stated that accountants realize that in- 
come cannot with even approximate accuracy be 
allocated to a particular year, especially in the case 
of taxpayers carrying on an extensive and complex 
business. No year is sufficient unto itself. Mr. 
May defined the difference between the cash basis 
and the accrual basis and pointed out that there 
are other bases than these two. 

Mr. May added: ‘“‘We may now, I hope, look 
forward to rates that will be lower and more stable 
than in recent years with a resulting reduction of 
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the temptation to taxpayers to allow their account- 
ing methods to be influenced by tax considerations. 
If so, there will be even more reason than in the 
past why the bureau should carry out the obvious 
intent of the law and adopt a broad policy towards 
taxpayers’ accounting methods, which will make the 
law less burdensome in procedure as well as in 
amount. 

‘‘In order to accomplish this result some old mis- 
conceptions need to be removed and some old 
truths emphasized anew. It would greatly improve 
the administration of the income tax if the bureau 
generally—not merely those who frame regulations 
but all charged with the administration of the law 
—would realize that “‘the accrual basis’’ is a mean- 
ingless phrase; that the choice today is not between 
a so-called ‘‘cash basis” and a so-called ‘‘accrual 
basis’? but between the basis on which the tax- 
payers’ books are kept and the basis prescribed by 
the commissioner as clearly reflecting income; and 
that as stated in regulations 45, article 24, the law 
contemplates that ‘‘each taxpayer shall adopt such 
forms and systems of accounting as are in his judg- 
ment best suited to his purpose.”’ 

‘“They should keep constantly in mind the funda- 
mental difference between the considerations 
governing the determination of gross income and 
those governing the treatment of authorized de- 
ductions from such gross income. In this connec- 
tion they should realize that the mention of any 
class of items among the authorized deductions 
from gross income does not stand in the way of the 
deduction of similar items from gross proceeds in 
the determination of gross income where they are a 
part of the cost of producing that income.”’ 

The full text of Mr. May’s address will be printed 
in the October number of the Journal of Account- 
ancy. 

Arthur A. Ballantine, of New York, a former 
solicitor of internal revenue, led the discussion of 
Mr. May’s paper. Judge J. Harry Covington, 
former chief justice of the Supreme Court of the 
District of Columbia, now counsel of the Institute, 
presented a paper on the law of evidence, in which 
he gave interesting facts as to why the arbitrary 
rules for the presentation or exclusion of certain 
kinds of evidence are included in the legal code. 
He urged accountants to study the rules of evi- 
dence, but at the same time advocated the employ- 
ment of attorneys by accountants in important 
cases before tribunals of a quasi-judicial nature. 

A resolution on the death of Edward L. Suffern, 
a former president of the American Association was 
adopted as follows: 

I move that the following minute be spread upon 
the records of the Institute: 

Since the last annual meeting death has taken 
from us our long-time member and former President, 
Edward L. Suffern, and it is fitting that we should 
record our grief at his passing and our appreciation. 
of his long labor in behalf of the profession he 
honored and loved. 

It would be hard to find one among us more 
beloved or more respected, for there was perfectly 
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blended in him the qualities which beget affection 
and compel respect. 

He approached every undertaking with the 
purpose of giving to it the best there was in him and 
never was he found ready to compromise with 
etror, or to abandon the high ideals which were 
always his. In him the Institute had a member 
whose loyalty was unquestionable, and whose 
support and cooperation were ever to be depended 
upon. 

The profession of accountancy had in him a 
stalwart champion, who labored always to lead it 
to higher and more worthy purposes, and who con- 
tributed most substantially to the increase in the 
esteem and confidence in which it is now held by 
the American business public. 

His friends—and who that knew him was not his 
friend—have sustained in his death a loss that can- 
not be measured, for by what unit can be reckoned 
the value of one so gentle and sympathetic, so 
ardent in support of truth, so kind in thought and 
deed, so full of love for his fellow man? 

To some extent we may be reconciled to his 
going, for Death spared him until the last end of 
life’s twilight and he fell as a tree whose fruit has 
ripened, but out sense of loss is not thereby dulled 
nor our grief assuaged, for there is none who can 
fitly wear his mantle, none who can give to us his 
kindly smile nor the gentle grasp of his friendly 
hand. 

We mourn the passing of Edward L. Suffern and 
fellow-craftsman, our unfailing friend, a nobleman 
by every test known to the hearts and minds of 
men. 

Recognition of the choice by the United States 
Government of Joseph E. Sterrett as the American 
member of the transfer committee set up under the 
Dawes Reparation Plan was given in the following 
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resolution offered by Charles Hecht, which was 
unanimously adopted: 


Whereas Joseph Edmund Sterrett, a distin- 
guished accountant, member of the American 
Institute of Accountants, has been honored by ap- 
pointment as a United States representative on 
the Dawes Transfer Commission, and 


Whereas, the services which he is rendering in 
the international settlement of post war adjust- 
ments is a work of outstanding character and 
importance, and 


Whereas, the selection of a member of the ac- 
counting profession and of the American Institute 
of Accountants for such service is a distinguished 
honor, therefore be it 


RESOLVED, That the American Institute of 
Accountants in annual convention assembled 
wishes to express by this resolution its apprecia- 
tion of the honor indirectly conferred upon it 
through such appointment and that a copy of these 
resolutions be forwarded to Mr. Sterrett. 


The election of officers resulted as follows: Presi- 
dent, William H. West, New York; Vice-Presidents, 
John F. Forbes, California, and Frederick A. Ross, 
New York; Treasurer, Arthur W. Teele, New York; 
Council for five years: Arthur H. Carter, New 
York; Henry C. Magee, Pennsylvania; John B. 
Niven, New Jersey; Waldron H. Rand, Massa- 
chusetts; Ernest Reckitt, Illinois; Ernest A. Roden, 
Ohio; C. R. Whitworth, Illinois; Council for four 
years: Stanley G. H. Fitch, Massachusetts; and 
Auditors, R. J. Bennett, Pennsylvania, and 
William P. Bickett, New York. / 

A dinner Wednesday evening at Hotel Washing- 
ton, brought the annual meeting to a close, with the 
exception of a meeting of the newly elected Council, 
which was held Thursday morning. 


Errors Due to Transpositions and Slides 
| By Adrian Mints, Jr., Pace Graduate, 1916 


HE accompanying Tabulation of Transposi- 

tions, etc., may be useful to accountants and 

bookkeepers in connection with errors in 
Trial Balances. 

When the debits and credits are not equal it may 
be due to one or more causes. It is not necessary to 
detail them all here, as the majority do not come 
within the scope of this article. If, however, the 
difference is divisible by 9, a possible cause of the 
error is a transposition as shown in Lines 1 to 9 
inclusive, a slide as in Line 10, or a combination of 
a transposition and a slide as shown in Line 11. 

The Tabulation accounts for all differences 
divisible by 9, from 9 to 99, and to do that it has 
been necessary to employ in Columns 1 to 9 in- 
clusive all figures from .01 to 1.00 except 11 and 
its multiples, as it is obvious that these figures 


cannot produce transpositions. 

It will be observed that in the Transpositions 
(Lines 1 to 9 inclusive) the right hand figure of 
each difference indicates the possible number of 
transpositions which may cause it. For instance, 
Line 3, with a difference of 27 shows seven trans- 
positions, anyone of which may be responsible for 
the difference. 

The fact that a difference in a Trial Balance may 
be caused by transpositions and slides is, of course, 
common knowledge of accountants. The Tabula- 
tion, however, will provide a ready reference for 
accountants and bookkeepers as to causes of par- 
ticular differences at a time when one is usually 
busy and cannot afford to lose time in compiling 
the necessary figures. 

(Tabulation on opposite page) 
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New York State Society of C.P.A’s, 
Report of the President 


Readers of The Pace Student, will be interested 
in this report of the New York State Society of 
C. P. A’s by the President, Homer S. Pace. 
The report is reprinted from the 1925 year book 
of the Society.— THE EDITOR. 


See 


Substantial progress has been made during the 
past year in the achievement of the objects of the 
Society. The members, by attendance upon 
technical programs and society dinners, have broad- 
ened their professional viewpoint and strengthened 
their fraternal relations. The programs and legis- 
lative work have afforded many opportunities for 
contacts with representatives of credit, banking, 
and civic organizations, with whom we are so 
closely associated in strengthening the credit 
structure and in safeguarding property rights. 
While maintaining our leadership as the official 
organization of the accredited practitioners of the 
State, we have worked harmoniously in legislative 
matters with reputable practitioners who are not 
accredited in New York. We may well take pride 
in what has been accomplished. 

In this report, the most noteworthy accomplish- 
ments of the year will be briefly stated and re- 
viewed. Amplifying detail is found in the reports 
of the various committees, the members of which 
have so faithfully and efficiently carried the burden 
of conducting the activities that make up the work 
of the Society. 

Membership 


The membership has now reached a total of 867, 


made up of two honorary members, two life mem- 
bers, 835 members, and 8 junior members. The 
Society elected to honorary membership, at the 
meeting held on June 9, 1924, Dr. Augustus S. 
Downing, Assistant Commissioner of Education of 
the State of New York, and. Sir Arthur Lowes 
Dickinson in recognition of their distinguished serv- 
ices to the profession of accountancy. 

During the year there has been a net increase in 
membership of 86, which is the largest increase, 
with but two exceptions, recorded in any year since 
the organization of the Society. 

We have sustained losses by death during the 
year of an honorary member, Joseph French John- 
son, and of the following eight members: John Hall 
McClement, Alexander Aderer, Jarvis W. Mason, 
J. Lee Nicholson, Albert E. Little, Hermann C. 
Maass, Charles A. Mackenzie, and Edward L. 
Suffern. 

Each of the foregoing names will recall to our 
minds the sterling qualities and delightful per- 
sonality of a member long associated with us in the 
work of the Society. We have given expression to 
our sorrow in each instance by appropriate resolu- 
tion and in other conventional ways: but may I 
not voice here, in a more intimate way, the personal 
sorrow that each one of us feels by reason of the 
death of these comrades in work. 


Finances 


During the year the financial affairs of the 
Society were placed on a budget basis, according to 
action taken by the Society upon the recommenda- 
tion of my predecessor in office. It is interesting to 
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note in the following summary tabulation of the 
results for the year ended March 31, 1925, how 
closely the actual results conform to the budget 
estimates: 


Estimated Actual 

Results Results 
Tncome 4 Sek owe See $17,130.00 $17,105.99 
Expenses. 3 c.2) 6 bate 15,791.00 15,772.49 
Net Income». sytes > $1,339.00 $1,334950 


It is evident from the foregoing statement that 
the expenses of the Society have been closely con- 
trolled and kept well within its income. The 
deficit, which stood at $1,322.63 at the beginning 
of the fiscal year, has been changed by the net in- 
come of $1,333.50, as shown above, to a surplus of 
$10.87. This result has been accomplished not- 
withstanding the fact that, in addition to the regular 
legal expenses, which amounted to $1,627.00, there 
were extraordinary legal expenses, including $1,- 
000.00 paid to special counsel, by reason of the work 
in conjunction with the legislative matters, of 
$1,450.24. The special legal expenses for the pre- 
vious year, in which the initial work with respect to 
restrictive legislation was performed, were even 
heavier and accounted for the deficit that appeared 
on the books at the beginning of the present year. 

The Committee on Budget and Finance have 
submitted a budget for the year ending March 30, 
1926, which indicates that there will be a deficit at 
the end of the year of $3,904.00. The summariza- 
tion of the figures is as follows: 

Total income bs):2e3 be a ee A $18,240 


Total expenses i262.) - + --see ee eie 20,750 
Estimated operating deficit for the year... $2,510 
Estimate of dues receivable to be 
written Off. o% 24pm acne ee $1,415 
Less surplus at March 31,1925 ... 11 
ee BO TY 
Estimated deficit at March 31,1926....... $3,914 


The budget estimate does not include the amount 
to be received from members in response to the call 
for contributions for office equipment made on 
April 30, 1925, or the cost of office equipment to be 
purchased from such funds. If there should be an 
excess amount contributed, it will be available for 
the general purposes of the Society. 

The increase in estimated expenses over the 
actual expenses of the previous year amounts to 
$4,977.51. The increase is due principally to the 


rent of the new office quarters which have been 


leased for the uses of the Society and the increase of 
clerical assistance which has been made necessary 
by the increasing volume of work of the Society. 
The condition confronting the Society is this—it 
must either seriously restrict its activities and 
dispense, in whole or in part, with the printing and 
distribution of lists of members, news bulletins, 
year-book, and the like, and allow legislative mat- 
ters vital to the interests of its members to pass 
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from under the influence of the Society, or it must 
make provision for a reasonable amount of increased 
income. 

My recommendation is that the By-Laws be 
amended in such a way as to increase all fees and 
annual dues by 25 per cent. If this were dione, the 
annual dues for members would be $25.00 and for 
junior members $12.50, and the initiation fee for a 
member would be $25.00 and for a junior member 
$12.50. On the basis of the estimated budget 
income for the ensuing year of $18,240.00, an 
additional amount would be collected of $4,560.00, 
which would provide sufficient funds for the work 
of the Society and a comfortable margin for 
emergencies. 

In considering these matters, it should be remem- 
bered that the Society is one of the half dozen 
largest accountants’ societies in the world and the 
largest American society of a local character; and 
that it serves through its membership a population 
of more than 10,000,000 people. 

The responsibilities thus imposed by location, as 
well as those incident to the protection of the 
interests of its members, can not be fully met on 
the basis of the present expenditures. A moderate 
increase in income, therefore, should be provided 
without delay. 

Office Facilities 

For some time the Directors have realized that 
the housing of the Society’s activities, including 
the use of space for Directors’ meetings, for equip- 
ment and supplies, for filing of correspondence, and 
for the desks of paid employees, placed an undue 
burden upon the Secretary, who has for years 
generously placed the offices of himself and partners 
at the disposal of the Society. The Directors, there- 
fore, decided that the time had come for the Society 
to obtain its own quarters. After careful con- 
sideration of various offices that could be secured as 
a home for the Society, corner space on the 18th 
floor of 110 William Street—the present address of 
the Society—was obtained on a five-year lease. 
The space, approximately 800 square feet, is exceed- 
ingly well lighted and affords an exceptional view 
of the city. It is being divided into a small room 
and a large one—the former to be used for clerical 
work and the latter to be fitted up and used for 
directors’ and committee meetings, for members’ 
conferences, and for a library and social room. The 
rent is $2,900 per annum. Voluntary contributions 
have been asked to a fund to be used for furnishing 
the new quarters. ' 

I am greatly pleased to announce, and all mem- 
bers will be pleased to learn that Colonel Mont- 
gomery has generously offered to contribute a 
library to the Society, and provision will be made 
for it in the library and social room. 

This act of setting up our own professional home, 
modest though it may be, is significant. It marks 
a definite step in our development as a profession 
and a society. From this beginning may well 
develop, in the years to come, facilities comparable 
to those enjoyed by the older professions. One way 
to bring this development about is for the members 
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to make the fullest possible use of the new quarters, 
which will be fully in order by the first of July. 


Legislation 

For two years the Society has devoted its efforts 
and resources toward the enactment of legislation 
designed to restrict the certification of financial 
statements for credit and publication purposes to 
accredited accountants. The legislation was de- 
signed primarily for the protection of credit. It 
provided for the recognition of all reputable and 
qualified accountants engaged in practice within 
the state, whether such accountants had been 
previously accredited by the state or not. 

The original bill prepared by the Society, known 
as the McGinnies Bill, was passed by the Legislature 
at its session in 1924, but was vetoed by Governor 
Smith. | 

The Phelps-Downing Bill, introduced in the 1925 
Legislature, was prepared in co-operation with the 
Accountants’ Legislative Committee, which repre- 
sented practicing accountants other than those 
having membership in the Society. This bill was in 
substantial accordance with the McGinnies Bill, 
and was satisfactory to the Society, except with 
respect to a last-minute amendment made in com- 
mittee which recognized as public accountants 
certain employees of the Federal Government. The 
bill passed the Assembly, but was allowed to die in 
committee without being brought to a vote in the 
Senate. The inclusion of the recognition of Federal 
employees raised questions as to the omission of 
similar provisions with respect to State employees, 
and the opposition that prevented the bill from 
being reported out of committee is believed to have 
been due to this cause. The Society at no time 
favored the recognition of accountants except those 


engaged in accountancy practice as defined in the 


bill itself. 

The Society must now determine whether it will 
for the third time support a bill embodying in sub- 
stance the features of the original McGinnies Bill or 
whether it will attempt, at the coming session of the 
Legislature, merely to bring about the improvement 
of the present law. The Committee on Legislation, 
in its report, advises the latter course and suggests 
that the present law be amended to provide for an 
examining board of five members and for other 
incidental improvements. The suggestions of the 
Committee are referred to the members and Directors 
of the Society for their prompt consideration. 


Standards of Practice 


The adoption by the Society on F ebruary 11, 
1924, of rules of professional conduct registered 
definitely the high standards of practice maintained 
by the members of the Society. While the general 
compliance with these definite rules is a matter of 
gratification, there has been an occasional deviation, 
usually of a minor character. 

The Complaints Committee has ordinarily been 
able, in the instance of complaints against members, 
to bring about, by friendly advice and counsel, full 
compliance with the rules. 
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In one instance, however, charges were made; and 
upon due trial, the defendant was adjudged guilty 
of violating the rules of professional conduct, and 
was suspended from the privileges of the Society for 
one year. 

The procedure of the Committee, which has been 
one of friendly counsel to members who give 
evidence of a desire to co-operate in the main- 
tenance of the Society’s standards of practice, 
should be continued. However, if membership in 
the Society is to carry with it the standing to which 
practically all of its members are entitled by reason 
of their observance of the ethical rules of the Society, 
vigorous action must be taken against the few 
members who disregard the rules and whose conduct 
reacts unfavorably upon the membership at large. 

The policy of reasonable and kindly, but ener- 
getic enforcement of the Society’s rules of profes- 
sional conduct should be continued. 


Organization of Buffalo Chapter 


A noteworthy event of the year has been the 
formation of the first chapter under the rules by 
which local chapters of the Society may be organized 
and conducted. The local organization, while not 
empowered to commit the Society on general mat- 
ters of policy, is enabled to maintain a local 


organization; to hold local meetings, conferences, 


dinners, and the like; and, in general, to develop 
local professional interests and friendships in a 
manner similar to that followed by the Society at 
its headquarters in New York City. 

Under these provisions, the Buffalo Chapter was 
organized on February 5, 1925, and is already doing 
effective work. Its membership consists of thirteen 
certified public accountants, and the officers consist 
of Luther K. Watkins, president; Edwin E. Leffler, 
vice-president ; Edgar G. Lucker, secretary; William 
J. Gunnell, treasurer. 

With the growth of the profession within the 
State, it is hoped that each populous community 
may in time have its local chapter, and that our 
professional organization may be made effective, for 
the good of each local business community and its 
accountants, throughout the entire length and 
breadth of the Empire State. 


Participation in National Affairs 


As is well-known, there are two national associa- 
tions of practicing accountants—the American 
Institute of Accountants and the American Society 
of Certified Public Accountants. The members of 
the New York State Society of Certified Public 
Accountants have maintained, in admirable fashion, 
their traditional policies with respect to participa- 
tion in national affairs. 

First, the Society has attempted, by constructive 
work along technical and legislative lines, to influ- 
ence favorably accountancy development through- 
out the country. Its record beginning with the 
enactment of the original C. P. A. law, is one of 
which we are justifiably proud. 

Second, its members have participated actively 
as individuals in the affairs of the two national 
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associations. Members of this Society hold official 
positions and carry heavy responsibilities in both 
of the national bodies and have in this way con- 
tributed much to the national and country-wide 
promotion of the interests of accountancy. 

Third, the Society has wisely refrained from an 
official expression of view with respect to the 
relative desirability of membership in the two 
national bodies. This action seems to be wise in 
view of the fact that certain of our members belong 
to one national organization while other members 
belong to the other, and still others—a considerable 
group—belong to both of the national bodies. The 
individual judgment and preference of the member 
would seem to be the best basis for the settlement of 
a question of this kind. 

During the year conferences have been held 
between the two national societies in the hope that 
some basis of merger or close association might be 
worked out. The efforts have been productive of 
harmonious relationships, if not of more tangible 
results; and it is the hope of many of our members 
that some practicable way can be found to avoid 
the duplication and unnecessary expense incident 
to the maintenance of two national organizations. 


Accountants’ Club 


For many years the late Elijah Watt Sells 
cherished the vision of a social club for the practic- 
ing accountants of New York; and, as chairman of 
the House Committee, he did much to foster and 
develop this idea. After his death, his partner, 
Homer A. Dunn, succeeded to the chairmanship of 
the House Committee, and he has had associated 
with him Colonel Robert H. Montgomery and 
Philip J. Warner, both of whom have been much 
interested in the movement for a club. This com- 
mittee during the year sent out a questionnaire to 
the practicing accountants of the city—to members 
of this Society, to certified public accountants who 
are not members of this Society, and to all other 
reputable practicing accountants whose addreses 
could be secured. 

The replies indicate that 772 accountants will 
join and support such a club, of whom 265 are 
members of this Society. The preference was in- 
dicated for a social club with an uptown location; 
and it was evident that the club would have to be 
open to all reputable practicing accountants without 
regard to affiliation with the Society if a member- 
ship sufficient to success is to be attained. 

Upon a detailed report from the Committee, the 
Board of Directors, on April 23, 1925, indicated 
their general approval of the plan and requested the 
House Committee to select a committee of 25 
accredited accountants to take under consideration 
the facts and to serve as a committee on organiza- 
tion of an accountants’ club in the City of New 
York, if by it deemed expedient or advisable, and 
without committing the Society to the project in 
any way or involving it in any expense in connection 
therewith. 

The House Committee, under date of May 6, 
1925, stated that it deemed it desirable that the 
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selection of the committee of 25 should be deferred 
for the consideration and attention of their suc- 
cessors for the ensuing administration; and it is the 
hope of the President, as it no doubt is of the mem- 
bership, that the members of this committee, who 
have performed such a valuable service with respect 
to the club, may continue to serve on the House 
Committee and thus select the committee of 25. 

Many accountants, including the members of 
the House Committee, who have given careful con- 
sideration to the matter of forming a club believe 
that the interests of accountancy would be greatly 
advanced by an accountants’ club. In sucha club 
personal friendships would be formed that would do 
much to bring about the co-ordination of views and 
work necessary to the fullest development of 
accountacy in New York. 


Technical Committees 


No other professional society of accountants, it is 
believed, has undertaken as ambitious a technical 
program as that now under way in this Society. 
The program, in fact, is so ambitious that progress 
is slow. A considerable proportion of our member- 
ship is at work on.the technical committees; and, 
in the course of time, the findings of the committees 
will add a great deal to the scientific knowledge and 
literature of the profession. 

Early in the present year, a luncheon was held, 
which was attended by practically all the chairmen 
of the technical committees. Plans were made for 
the consistent study of the various subjects, and the 
work of a number of the committees has been 
thoroughly organized. 

A number of the chairmen have submitted reports 
of progress to date; but another year at least will 
be required to bring forth the voluminous and 
authoritative material that is to be expected from 
the character of the committee personnel. 

It is believed that a monthly luncheon of the 
technical committee chairmen, with a regular 
monthly meeting of each chairman with his own 
committee associates, beginning with October next, 
will do much to sustain interest and to promote the 
technical objects of the Society. 

In due course of time, it is to be expected that 
the committees will produce enough technical 
material to justify publication each year of a large 
and authoritative year-book; and at least one 
member has indicated his willingness to make a 
liberal contribution to a publication of this kind. 
Such a series of volumes, it is needless to say, would 
be in great demand by the libraries and practicing 
accountants of the country. 


All Day Conference 


Following the noteworthy precedent of the pre- 
ceding year, the Officers and Directors of the 
Society called an all-day-and-evening conference, 
which was held on October 15, 1924, at the Waldorf- 
Astoria Hotel. An excellent technical and legisla- 
tive program was provided; and in the evening 
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Honorable Charles D. Hamel, of the United States 
Board of Tax Appeals, addressed more than 700 
accountants, attorneys, and business men in the 
ballroom of the hotel. 

The conference had desirable social features, 
including a buffet luncheon which was served by 
the Society to all present, and informal committee 
and other dinners held by the members between the 
afternoon and evening sessions. 

The Society should not allow to lapse this desir- 
able procedure of holding an all-day-and-evening 
conference at the beginning of the active part of the 
Society’s year. By these meetings, acquaintance- 
ship and good-fellowship are fostered ; desirable con- 
tacts are made with bankers, credit men, attorneys, 
and others with whom we are brought into profes- 
sional contact; and a sound basis is laid for the 
winter’s work. 


Public Service 


The most pronounced movement among account- 
ants throughout the country, with the possible 
exception of the movement of restrictive legislation, 
is the one for the extension of their work in matters 
of public service. A large number of the state 
societies of accountants have public-affairs or 
public-service committees. In each instance, the 
accountants are encouraged to offer their services 
in every practicable way to civic and business 
organizations—to speak at dinners, luncheons, con- 
ventions, and conferences; to serve, whenever prac- 
ticable, upon committees; and to encourage the 
adoption of approved fiscal and accounting methods 
in business and government. 

The members of this Society have rendered 
notable services of this character, and limited 
official recognition has been given to this phase of 
our activities; but the Society has not as yet 
provided a committee on public affairs. 

It is recommended that such a special committee 
be created and that the Society thus co-crdinate its 
efforts with the other societies that have made 
provision for such committees. 


In Conclusion 


The Society has moved ahead in many essential 
matters—in membership, in the provision of facili- 
ties, in establishing ethical standards, in providing 
for Society chapters, in the notable contributions of 
members to the national interests of the profession, 
and in laying the basis for an accountants’ club. 
In legislation only, a subject to which the Society 
has devoted much thought and money, must we 
note a temporary check to progress. Even in the 
latter, however, much of value has been accom- 
plished in the development of the morale of our 
members and in developing favorable recognition of 
accountancy by the public. The year has been one 
chiefly of the practical development of policies 
adopted in the period of constructive ideas that 
immediately preceded the current year. 
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To the committees—standing, special, and tech- 
nical—is due great credit. Among the committees 
that have contributed constant and valuable ser- 
vices may be mentioned the Admissions Committee, 
under the chairmanship of John T. Madden; the 
Auditing Committee, under the chairmanship of 
Martin Kortjohn; the Legislation Committee, under 
the chairmanship of Robert H. Montgomery and 
the vice-chairmanship of P. W. R. Glover; the 
Complaints Committee, under the chairmanship of 
Henry E. Mendes; the House Committee, under the 
chairmanship of Homer A. Dunn; the Committee 
on Revision of Constitution and By-Laws, under the 
chairmanship of S. D. Leidesdorf; the Budget and 
Finance Committee, under the chairmanship of 
William H. Bell; the Lectures and Entertainments 
Committee, under the chairmanship of Philip J. 
Warner; the Committee on Violations of C. P. A. 
Laws, under the chairmanship of Harold Dudley 
Greeley; the Committee on Furtherance of the 
Objects of the Society, under the chairmanship of 
Joseph J. Klein; the Committee on Relations with 
Preparatory Institutions, under the chairmanship 
of Willis S. Whittlesey. 

The other committees, including the ones on 
technical subjects, have performed much valuable 
service; and space alone prevents more specific 
acknowledgment. 

The Directors have worked untiringly in the 
interests of the Society, as have the Vice-Presidents, 
and the Secretary and Treasurer, and are entitled 
to the hearty thanks of the membership. 

The paid employees, headed by the Assistant 
Secretary, W. Alcorn Brown, have worked faith- 
fully and productively throughout the year. 

If, in addition to the review of past accomplish- 
ments, a suggestion may be made for the future, it is 
this: Each member during the ensuing year should 
make an especial effort, even to the sacrifice of other 
interests, to attend each meeting of the Society and 
should contribute liberally of his time and effort to 
each committee assignment that he may have. If 
each member will place himself under this obliga- 
tion, the work of the officers and the directors will 
be made more fully productive, and we shall 
measurably and surely advance the interests of the 
profession to which we are devoting our lives as well 
as the interests of the public which we serve. 
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Pace Alumni Asso- 
ciation Luncheon 


HE first monthly fall meeting of 

the Pace Alumni Association was 

held at the Machinery Club, New 
York, on September 19th. Mr. J. Pryse 
Goodwin, C.A., C.P.A., associated with 
Peat, Marwick, Mitchell & Co., public 
accountants, was the speaker. Mr. 
Goodwin gave a very interesting talk on 
the Constructive Viewpoint of Account- 
ancy. He developed his subject under 
four main heads—service to the public, 
service to labor, service to crime preven- 
tion, and service to the development of 
the public accounting profession. Mr. 
Goodwin gave interesting examples from 
his wide professional experience to drive 
home his main points. ' 


Mr. Goodwin laid special emphasis on 
the service that accountancy can and 
should render to labor. ‘‘Determining 
labor’s reward, improving cost systems, 
installing profit-sharing and depression- 
sharing plans, are all important tasks in 
which the accountant can do real service 
to labor,’’ said Mr. Goodwin. Mr. 
Goodwin advocates postponing the com- 
pensation to be paid an employee until 
the employee has had an opportunity to 
show what he is worth and until the em- 
ployer has had an opportunity to size up 
the employee. Mr. Goodwin stated that 
ordinarily the compensation can be 
fixed after the employee has been at work 
for a week. Mr. Goodwin cited his own 
experience where he had this plan in 
operation some years ago for an organiza- 
tion in which the employees ran into the 
thousands. He stated that the plan 
worked splendidiv. 


Mr. Goodwin’s depression-sharing plan 
advocates reducing the hours of all em- 
ployees rather than discharging a part of 
the force, with genuine hardship to those 
who are discharged. Mr. Goodwin cited 
one example where an organization, 
several years ago during the time of the 
depression, followed his recommendation 
and adopted this hour-reduction plan. 
The result was that the organization was 
held intact and was one of the few 
organizations in its line that was able 
to continue dividend payments. 


The next monthly luncheon is sched- 
uled for Saturday, October 17th, at the 
Machinery Club. The governing body 
of the Association plans to have another 
prominent speaker for the October meet- 
ing. Election of seven governors, as well 
as the reading of the financial report of 
the Executive Secretary, will take place 
at this meeting. The nominees selected 
by the nominating committee for the 
expiring terms of seven governors for the 
coming year are as follows: 


Mortimer R. Herrmann 
George E. Kirby 
Benjamin Aaronson 
Miss Ethel M. Noden 
Irving Spenciner 
William C. Talley 
Alfred F. Upson 
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The following are the members of the 
nominating committee: 
Charles T. Bryan, Chairman 
Paul G. Burroughs 
James F., Farrell 
Mrs. Florentine D. Goodrich 
Alfred F. Upson 


Attention is called to the fact that 
under the Articles of Association, floor 
nominations are also permitted for all of 
the elective officers of the association. 


English Question 


READER of The Pace Student 
wrote to the Editor in regard to a 
question of grammar, as under. 

‘Would you be kind enough to give me 
the proper correction and rule on the 
following sentence: 

‘Courtesy and efficiency is noted by 
the riding public.” 

The Editor’s reply follows: 


““As a general rule, when the subject 
of a sentence consists of two or more 
nouns, either singular or plural, con- 
nected by ‘‘and,’’ the verb should be 
plural. The sentence you give in your 
letter would therefore be correctly 
written as follows: 

Courtesy and efficiency are noted by 

the riding public. 

“If, however, the subject consists of 
two singular subjects expressing a single 
main idea, the verb should be singular. 
A sentence of this type follows: 

The end and aim of the work is public 

service 

“If the nouns forming the subject are 
qualified by an adjective, such as “‘each’’ 
or “every,” that makes the subject 
singular in sense, the verb should be 
singular. The following sentences are 
given as illustrations: 

Each statement and each schedule was 

carefully verified. 

Every man, woman, and child was 

given a seat.”’ 


L. CHRISTIAN ANDERSON, a 
graduate of Pace Institute, New York, 
formerly of the staff of Stagg, Mather & 
Company, is now comptroller cf the 
General Ice Cream Corporation, Schen- 
ectady, N. Y. 


MESSRS. PETER & MOSS, Account- 
ants and Auditors, announce the removal 
of their offices to Suite 1302-1303 Santa 
Fe Building, Dallas, Texas. 


HARRY J. McSWINEY, a graduate of 
Pace Institute, New York, was recently 
promoted to the position of chief ac- 
countant in the General Motors Export 
Company, New York City. In writing 
to the Institute about his promotion, Mr. 
McSwiney said, “It is almost needless to 
say that I attribute the securing of this 
position to the training that I received 
in the Pace Course.”’ 


ANDREW WILSON, a former Pace 
student, was recently successful in pass- 
ing the New York State C.P.A. examina- 
tions. At present, Mr. Wilson is engaged 
in the public practice of Accountancy at 
47 West 34th Street, New York City. 


October 


Auditing the 
Tax Return 


R mite i of The Pace Student 


will be interested in the facts set 

forth in an article which appeared 
recently in The Pittsburgh Ac- 
countant of the Pittsburgh School of 
Accountancy. 


‘Business executives and accountants 
will certainly be interested in the figures 
recently issued by the income tax unit of 
the Federal Bureau of Internal Revenue 
in Washington. These figures, dealing 
with the number of pending cases on in- 
come tax refunds, abatements and other 
matters show the possible time that may 
be required to finally decide upon the tax 
liabilities of individuals and corporations 


“‘The figures as issued during the early 
part of the month of June, show 1,409,739 
pending cases made up as follows: 


Year Cases Still Pending 
1917... oot ee 4,867 
1918. 239 ee 9,139 
1919 ... 3. 20,685 
1920 s*.0its fa eee A 163,848 
1921 3eey 357,827 
1922%a 458,879 
19237 394,494 
Totalioi Gis, (Ce 1,409,739 


Pace Alumni 
Association 


will hold its 


NEXT REGULAR 
LUNCHEON 


and 


ELECTION 


im 


The 
Machinery Club 


of New York 
50 Church Street 
on 


Saturday, Oct. 17th, at 
1:30 o’clock 


Every member should be present 
at this meeting, as seven governors 
of the association are to be elected. 
Send your check today to Mr. 
Schaeberle and be certain of your 
reservation. 


The charge is $1.65 
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American Society of C. P. A’s, 
Convention at Richmond, Virginia 


E American Society of Certified 
Public Accountants held its fourth 
annual convention at Richmond, 

Virginia, on September 9th to 12th in- 
clusive. The headquarters of the Society 
were in the Hotel Jefferson. Over five 
hundred members of the society were 
present. 

Mr. T. W. Howard, in charge of cost 
accounting, department of manufacture, 
United States Chamber of Commerce, 
gave an illuminating address on the op- 
portunities of the accountant to rendera 
service to his community and to fulfil his 
duty as an American citizen. 

Mr. Howard, among other things, said 
that the certified public accountant has 
excellent opportunities to render dis- 
tinguished service by offering his aid in 
the study of the problems presented by 
the United States Chamber of Commerce 
to the various local chambers of com- 
merce. 

Mr. Howard reviewed the accomplish- 
ments of the department of manufacture 
in the five years since its organization. 
He emphasized the fact that his depart- 
ment has specialized in cost accounting 
and simplification along the lines sug- 
gested by Herbert Hoover. Many 
practical results have been obtained in 
reducing the number of trade articles of 
one kind that are now on the market, and 
by this means it has simplified the work 
of the manufacturer and reduced his 
costs. To illustrate his point, Mr. 
Howard stated that the department had 
secured the reduction of the varieties of 
paving brick on the market from 66 to 5; 
the varieties of milk bottles from 49 to 9, 
and the number of packages of wire 
fencing have been reduced in varety 
from 2,072 to 138. This has saved both 
the dealer and the manufacturer the bur- 
den of carrying so many styles. 

In summation, Mr. Howard urgently 
recommended the establishment within 
each local chamber of commerce of an 
inner organization composed of certified 
public accountants, both commercial and 
professional, whose services would be at 
the disposal of the chamber. 

Two other addresses were given at the 
afternoon session which closed the busi- 
ness meetings of the convention. Charles 
D. Hamel, former chairman of the 
United States Board of Tax Appeals, 
spoke on ‘‘Practice before the United 
States Board of Tax Appeals.’”’ His 
talk, which was of a very practical 
nature, was enthusiastically received by 
the members of the society. The ac- 
complishments of the Federal Reserve 
System since its creation formed the 
basis of a speech by Charles A. Peple, 
deputy-governor of the Federal Reserve 
Bank of Richmond. 

The morning session, which was called 
to order at 10 a.m., was, in the main, 
devoted to society business, and the sub- 
mission of reports of the committees on 


membership, professional education, and 
the relations of the national society with 
the various state sociteies. In the 
election, Harry E. Lunsford, C.P.A., of 
Kansas City, was elected president. 

The Richmond reception committee, 
under the leadership of A. M. Pullen, 
assisted by T. Coleman Andrews, pre- 
pared an interesting series of entertain- 
ments for the members and their friends. 
Golf and trap-shooting contests and a 
boat excursion down the James River 
were arranged. There were a large 
number of entries for both contests. 

The convention came to a successful 
close with the banquet which was held in 
the auditorium of the Hotel Jefferson. 
A record crowd of members and friends 
was in attendance = 


Thomas Jefferson—. 
Pioneer Accountant 


T statesma JEFFERSON—lawyer, 
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statesman, minister plenipoten- 
tiary, architect, draughtsmain, bib- 
liophile, gentleman farmer, author, scien- 
tist, philosopher, and even accountant. 
To be sure, during the times of Jefferson, 
there was no such title or profession 
known; but, as far as the practice of the 
theory of accounts is concerned, the 
writings and memoranda left by him 
show that he was an exacting keeper of 
accounts in all of his daily transactions. 
His diary, dated 1773, contains a 
table which, set up, is a good statement 
of his receipts as a lawyer. The figures 
are in English pounds, shillings, and 
pence, the currency of the colonial period. 
It is as follows: 


Years | Net Receipts | Legal Fees Due} Total Profits 


1767 | 48-4-0 | 250-0-5 | 293-4-5 
1768 | 71-6-0 | 233-2-5 | 304- 8-5 
1769 | 147- 2-11 | 223-8-0 | 370-11-0_ 
1770 | 213-6-11 | 307-18-11 | 521- 5-10 
1771 | 145-10-8 | 126-1-4 | 280-12-0 
1772 | 167-19-10 | 181- 1-4 | 349- 5-3 
1773 | 797-10-5 | 1321-16-6 | 2119-7- 0 


The table leads us to form several con- 
clusions. It was, even in pre-Revolu- 
tionary days, very hard to collect the 
fruits of one’s labor. Whether or not the 
amounts set up as value received or as 
accounts receivable were paid in actual 
currency, we do not know. Other media 
of exchange were used in the colonies 
during this period—that of tobacco being 
of prime importance in the Virginia 
colony. 

It is worthy to note et this point—per- 
mitting a digression—that when the 
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colonies won their independence and a 
new currency was adopted, the use of 
tobacco as a medium of exchange almost 
ceased. And this sudden change devel- 
oped a minor crisis in the economic well- 
being of the Virginia gentleman farmer. 

Throughout his entire life Jefferson 
was meticulous and exacting in all that 
he did—this being particularly true in 
matters pertaining to the construction of 
his home, Monticello, and the upkeep of 
it. A few examples of his well-ordered 
and scientific mind are as follows: 

“Tea out, the pound has lasted exactly 
7 weeks, used 6 times a week; this is 
8/21 or .4 of an oz. a time for a single 
person. A pound of tea making 126 cups 
costs 2 D (Dollars) 126 cups or ounces of 
coffee =8 lb. cost 1.6. 

‘“A horse well fed with grain required, 
100 lb. of hay and without grain 130 Ib. 

““A common glass lamp, with a flat 
wick 14 in. wide was placed beside a 
mould candle of the size called sixes, and 
allowed to burn 161% hours without being 
moved. In that time 234 candles were 
consumed and a 14 pint of oil. From the 
experiment it appears that one gallon 
of oil will burn 402 hours and that it 
requires 103¢ of candles to burn the 
same time as that supposing oil to be 
.75 per gallon, it will be equal to mould 
candles at .7 cents per lb. which shows 
the advantage of oil. 

“A gallon of lamo oil costing D 1.25 
has lighted my chamber nightly 25 nights 
for 6 hours a night, which is 5 cents a 
night and 150 hours.” 

Can anyone imagine, in the light of the 
above, a more thorough cost accountant 
in the pioneer days of American history 
than Thomas Jefferson? And remember 
he was not only an accountant—or one 
who keeps accounts. He was succes- 
sively member of the ‘Virginia House of 
Burgesses, delegate to the Continental 
Congress and author of the Declaration 
of Independence, Governor of Virginia, 
Minister to France, Secretary of State in 
Washington’s Cabinet, founder of the 
Democratic Party, Vice-President under 
John Adams, and finally President of the 
United States. 

Surely the accounting profession can 
point with pride to one whose mind and 
theirs is one; whose sympathy was broad 
enough to have interpreted accounting 
had he lived to-day; and whose daily 
practises of life consisted in reducing and 
recording facts in a scientific, mathe- 
matical order. 


CHARLES H. SCHNEPFE, Jr., & Co. 
certified public accountants and income 
tax advisers, Baltimore, announce the 
removal of their offices to the Citizens 
National Bank Building, Suite 1704. 


Correction 


N the September issue of The Pace 

Student, Page 158, an error was 

made with regard to former students 
of the Pace Course now residing in 
Detroit. These men, who should have 
been listed merely as former students of 
the Pace Course, were listed as graduates 
of Walsh Institute, Detroit, At the 
present time, Walsh Institute is the only 
school in Detroit conducting the Pace 
Course. 
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New ,October classes 
in Accountancy and Busi- 


ness Admuinistrationarenow | | 
being organized at Pace In- 
stitute, New York. Early reg- 


istration is suggested as all classes to date 
have been fully enrolle@ well in advance 


of the opening sessions. 


Men and women trained in the Pace Course are making good every- 
where in accounting and executive positions. They are makmg good 
because they know thoroughly those principles on which all busi- 
ness is based—principles of Accounting, Law, Management, Eco- 
nomics, and Finance. Their study has given them definite, usable 
training; it has been productive. The Institute will offer, in addition, 
October classes in Business English and Public Speaking. 


Write now for literature descriptive of Pace Institute, and for 
specific information concerning opening dates for the October classes. 
Of particular interest is ‘‘Pace Men,’’ a booklet dealing with the 
careers of Pace-trained men, who are now practicing accountants, or 
executives in responsible business positions. 


Pace Institute 
30 Church Street, New York 
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AM sure we are all aware of the critical nature 

of the work of the accounting profession. There 

is no doubt that our daily business and occupa- 
tion in auditing accounts, making investigations, 
making surveys, and installing systems is critical 
in character. It is equally true that our personal 
temperament is influenced by our work and that 
the critical side of our nature is apt to be developed 
at the expense of the constructive. In other words 
we tend to become super-critics. For that reason 
I have chosen as my subject a different viewpoint 
of the accounting profession, and desire to direct 
your attention to the constructive service we render 
and can render. 

In choosing this subject, I have in mind that the 
members of the Pace Alumni Association have 
shown, not only that they possess the necessary 
technical skill by graduating from an accounting 
institute which sets perhaps the highest standard 
of any in the country, but that, by their member- 
ship in the Alumni Association, they have demon- 
strated that they are the happy possessors of the 
virtues known as gratitude and loyalty. On looking 
over your faces, I note that you are also favored by 
youth. It is my understanding that not all of you 
are engaged in the accounting profession, but that 
perhaps the majority are employed in what might 
be termed executive accounting. 

Some of the ideas I wish to impart may be novel; 
and, on account of both your versatility and your 
virility, I could ask no better audience. You will 
perceive that I have come, not to amuse you, but 
to use you; totake advantage of that same versa- 
tility and virility to inoculate through you into the 
professional and the executive accountants with 
whom you come in contact such of these ideas as 
may meet with your acceptance and your éndorse- 
ment with a view to their becoming, in perhaps a 
few years, what might be termed Standard Practice. 

In presenting the subject, the opportunities for 
rendering constructive services may be grouped 


The Constructive Viewpoint of the Accounting 
Profession 
By J. Pryse Goodwin, C.P.A., C.A. 


An address delivered at a meeting of the Pace Alumni Association at the Machinery 
Club, New York, September 19, 1925 


under the following captions: 
Constructive Service: 


A. To the Public 

B. To Labor 

C. To Accountants’ Staffs 

D. To Reduction of Crime 

E. To Development of the Profession 


Referring to these in order: 


A. Constructive Service to the Public. Per- 
haps the greatest service we have rendered and can 
render to the public is in assisting to bring about a 
reduction in the cost of living. 

Accountants have rendered and are rendering 
constructive service tending to reduce the cost of 
living in many ways, of which I will enumerate 
only the following: 

1. Audits and certifications of balance sheets 
enable management to obtain working capital, 
increase production and commerce, and reduce cost. 
The importance of this, perhaps the main function 
of the professional accountant, is demonstrated by 
the fact that the taxable value of property in the 
United States has reached the stupendous figure 
of three hundred billions and has increased two 
hundred billions since the beginning of the century. 
I have no doubt that a large part of that two hun- 
dred billions has stuck right here in New York City. 

2. Improved forms of balance sheets, showing 
assets and liabilities properly classified as between 
current and fixed, enable the investing public to 
ascertain the working capital, the ratio of inven- 
tories to total current assets, and other information 
essential to the determination of desirability of 
investment. The importance of this branch of our 
work is shown by the fact that securities listed on 
the New York Stock Exchange have a par value of 


-over forty billion dollars; that applications for 


listings of new securities average one every other 
day, and that over 270 million shares were sold in 
the first eight months of this year, involving an 
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annual turnover in preferred and common stocks 
that might be estimated at twenty billions of 
dollars. ' 

3. Investigations of accounts have exposed poor 
management or unprofitable lines of industry and 
so curtailed losses by timely notice, or have directed 
to profitable lines efforts otherwise spent on un- 
profitable lines, the losses from which would 
eventully have been borne by the public. 

4. Improved internal reports, reflecting results 
by functions and by departments, have aided man- 
agement to operate on smaller inventories, to 
increase production, and to increase sales and rates 
of turnover and thereby reduce cost, from all of 
which the public has profited. 

The above are services with which we are more or 
less familiar, and for that reason I touch on them 
briefly. I pass on to certain constructive services 
which accountants render and can render, but with 
which perhaps we are not so familiar. 

3. Arbitration. Another constructive service 
that accountants are now rendering is along the 
lines of arbitration. Court calendars in New York 
State are so crowded that it is almost impossible to 
obtain a hearing on a civil suit within a period of 
three years, and at that late date you can imagine 
the difficulty in obtaining the witnesses. To meet 
these conditions, some of the leading merchants, 
lawyers, and accountants have organized the Arbi- 
tration Society of America, and it is possible 
through this society to obtain speedy hearings on 
matters of dispute; and, where such disputes relate 
to matters of accounting and finance, to obtain 
decisions rendered by people who are qualified 
through their training and experience to under- 
stand and form opinions on such matters. The 
Society’s recent report shows over five hundred 
cases settled with hearings that average less than 
two apiece, and at a cost in time and money that 
is infinitesimal compared to the cost and delays 
inherent in court procedure. 

While arbitration in Europe is more general, in 
our country it might be said to be in its infancy; 
nevertheless, it is a live baby. Not only are there 
effective arbitration laws in the states of New York 
and New Jersey, but the Federal Government ‘has 
recently passed an arbitration law affecting inter- 
state and maritime disputes. Also, bills, which are 
being backed by chambers of commerce and by trade 
and professional organizations, are before the legis- 
latures of Oregon, Massachusetts, and other states. 
Accountants only now are beginning to learn the 
opPortunities that this function lays open to them 
in being of constructive service to their clients and 
to the public at large. It is a service for which 
accountants are especially fitted, particularly those 
of a judicial temperament; and, in order to bring 
the message to them, there has recently been 
organized an accountants’ committee of the Arbi- 
tration Society, of which the speaker happens to be 
chairman. This committee comprises among its 
membership the President of the American Insti- 
tute of Accountants, the President of the New York 
Chapter of the National Association of Cost 
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Accountants, a New York director of the American 
Society of C. P. A’s, the Secretary of the New York 
State Society of C. P. A’s, the President of the 
New Jersey State Society of C. P. A’s, and 
the Dean of New York University, School of 
Accounts, Commerce and Finance. In order that 
a large number of accountants may participate in 
the activities of the Arbitration Society, a special 
professional membership rate of $10.00 has been 
arranged. I feel you will be interested in obtaining 
the literature pertaining to this important function 
of the accountant from the Association’s head- 
quarters at 115 Broadway, New York. 

6. Tax Service. Classified in the same category 
must be mentioned the great service rendered to 
the public by accountants engaged in tax work. 
This constructive service has been two-fold in its 
benefits; not only has it assisted the taxpayer in 
accurate and fair determination of what he has to 
pay, but, in turn, it has materially aided the 
Government in collecting what is due. Moment- 
arily, it might sound incongruous that accountants 
have been engaged in rendering constructive service 
in the collection of taxes; but, upon reflection, you 
will agree that the cases which are contentious are 
but a small minority, and that the Government is, 
and our clients are, indebted to accountants not 
only for the preparation of returns, but also for 
advising their clients regarding the establishment 
of reserves, in order to have available the funds 
necessary to pay the tax when due. For both these 
reasons, the tax service rendered by accountants 
must be regarded as peculiarly constructive. 

Some ‘idea of the value and importance of this 
service can be formed from the fact that the 
national revenue from income taxes for the fiscal 
year ended June 30, 1925, is estimated at approx- 
imately three billions of dollars. 

Now we come to our second caption and perhaps 
the one most pertinent to cost accountants, 
namely: 

B. Constructive Service to Labor. Perhaps 
the most constructive service accountants can 
render to labor is to bring about stabilization of 
employment and improved methods for determin- 
ing labor’s reward. To show that the work of 
accountants has contributed materially to this end, 
I need only to enumerate a few of the services that 
accountants render and can render along these 
lines. 

1. Improved Cost System. Improved cost 
systems have enabled manufacturers to go ahead 
with courage, born of the knowledge that their 
costs are accurate. This has aided them to meet 
foreign competition, increase output, and thereby 
increase employment. 

The strides that have been made in cost account- 
ing in the past quarter of a century have perhaps 
outstripped those of any other branchof accounting. 
It is within that period that the task of educating 
the manufacturer and the merchant to the advan- 
tages of this branch of accounting was aggressively 
undertaken. The pioneers were confronted with 
indifference and in some cases ridicule. Manage- 
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ment felt that cost systems were devices to expose 
their weaknesses and to rob them of their powers 
and privileges, and the cost accountant was shunned 
if not despised. This treatment, while unpleasant, 
brought about a healthy reaction in that it forced 
the accountant to turn his criticisms inward for 
awhile—to cease criticising management and direct 
his attention to improving and perfecting the 
systems and the service which he had to render. 
This change from the cock-sure, know-it-all atti- 
tude, plus the impetus given to industry by the 
great war and the demand for the services of the 
modern comptroller, has brought about a healthy 
relation between the accountant and management; 
and to-day the position of the cost accountant is 
both popular and profitable. 

Perhaps the latest and greatest advance made in 
cost accounting has been in budgeting, and in 
burden distribution according to what are known as 
Standard Burden Rates. 


According to the old systems, regardless of the | 


fluctuations in volume, due to changes from periods 
of depression to periods of prosperity and vice 
versa, the entire burden for the period was loaded 
on to the direct cost of the volume for the period. 
This method resulted in high costs during periods 
of depression and low costs in periods of prosperity, 
thereby accentuating the difficulties of management. 
Now, by the establishment of normal costs through 
standard burden rates, accountants have rendered 
a constructive service in helping iron out the peaks 
of prosperity and depression, which are so disturb- 
ing to employment. This service of the cost 
accountant has become so valuable to labor that 
one feels tempted to predict that within our life- 
time, the profession will come to be generally 
recognized and appreciated by the labor unions, 
in their own enlightened self-interest. 

2. Profit Sharing Plans. Another movement 
in which accountants have been and can be of con- 
structive service both to capital and to labor, is in 
the promulgation of profit-sharing plans. Profit- 
sharing by those who are conversant therewith is 
regarded as the beginning of a new epoch in the 
relations between capital and labor. A noted 
industrialist, in a preface to a book on “Profit- 
Sharing Plans in America,’ contrasts the various 
epochs in the relationship of capital and labor, 
illustrating them concisely in the following summary: 
The earliest recorded period is that of ‘“master and 
slave,”’ followed by the epoch of “baron and serf,”’ 
which, in turn, was followed by the period of 
“master and man,’’ which later gave way to the 
period in which we now are, namely, that of 
“employer and employee’; and the natural subse- 
quence and climax is perhaps the forthcoming 
period of “‘profit-sharers.”’ It is claimed for profit- 
sharing that it induces a third force and that 
whereas, under the wage system, there is induced 
the service of the head and the hand, under profit- 
sharing, is induced the service of the heart also. 
As a result of personal observation, I am willing to 
prophesy that in any industry in which profit- 
sharing gains a foothold, those concerns which are 
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profit-sharers will in a brief period rise to the top 
through this advantage in operating relations, and 
those which are not profit-sharers will suffer and 
lose position. This has already been demonstrated 
in many industries. For example, in the steel indus- 
try, the United States Steel Corporation is a profit- 
sharer; in the automobile industry, General Motors, 
Ford and Studebaker are profit-sharers; in the soap 
industry, profit-sharers are.such well known firms 
as Procter & Gamble, Lever Bros., and Palm Olive; 
in the shoe industry, Endicott-Johnson might be 
mentioned; and in the typewriter industry, the 
Underwood Company. : 

The success of these organizations is surely suffi- 
cient argument to show that accountants will be 
rendering real constructive service by preaching 
the introduction of profit-sharing and training 
themselves in the preparation and installation of 
profit-sharing systems. 

3. Depression - Sharing. Closely connected 
with the subject of profit-sharing is depression- 
sharing, and here accountants have an opportunity 
to render service that is not only constructive, but 
humane and just. By depression-sharing I mean 
firing the hours instead of firing the employees. 
Judging by the present boom on the stock market, 
a period of depression is behind us and we can now 
look forward to a period of prosperity, but it is 
always well to be prepared. 

During the 1920-21 depression, I understand 
there were 3,000,000 workers out of employment, 
representing with their dependents perhaps pias 
million persons. Layoffs of such magnitude 
worked material hardships on those employees and 
their dependents. Not only did they cause great 
suffering, but these layoffs were subsequently found 
to be uneconomical in that, when later in 1922 the 
services of these same employees were again needed, 
they were not to be found, having become scat- 
tered, perhaps in other fields of occupation. 
Depression-sharing is as sound in theory as is profit- 
sharing. Further than that, it seems a matter of 
gross injustice in these alternating periods of pros- 
perity and depression through which we are very 
naturally passing as an aftermath of a world war, 
that of those employees who have served their 
employers faithfully during periods of prosperity, 
a certain few should be singled out and laid off in 
periods of depression, and that they and their 
dependents should be forced to bear the full brunt 
of the suffering caused thereby. Rather than 
firing some of the employees, accountants could 
very well advocate that employers fire all the 
employees for certain working hours or days. 

This practice was employed successfully by 
many employers of labor in the period of depression 
to which I have referred, many of the plants oper- 
ating three, four, or five daysa week and maintain- 
ing on their pay-roll their entire organization 
rather than lopping off certain unfortunates while 
the others maintained the full dinner pail. 

To inject, if I may, a personal experience, I 
remember a plant in which I happened to be engaged 
on an industrial survey at the time of the Armis- 
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tice, and which employed normally 4,000 employees, 
with an additional 1,000 employees engaged (and 


all working 10 hours a day) in order to maintain . 


the production required by the war. Following 
the Armistice, these war contracts were naturally 
canceled. Picture the conditions for yourselves. 
This company produced 40 per cent of the United 
States output of its particular product, and had a 
volume of production measured, not in pounds or 
tons, but by acres (its packing room area embraced 
11 acres) already scheduled to come through and had 
nowhere to ship the product. Storage for such 
volume was impossible. Confronted with this 
condition, the officers were about to lay off the 
extra 1,000 employees; but a suggestion from a 
public accountant that, instead of firing 1,000 
employees, they fire several thousand hours and 
operate the plant three days a week, won the 
immediate acceptance of the general superintendent 
and president, and the organization was maintained 
intact. In avery few months it was possible to get 
back to a schedule of full time; and when, in 1919, 
the period of prosperity arrived, this corporation 
had its organization intact. I am tempted to go 
further and state that through all the fluctuations 
in business since that time, this corporation has 
maintained its dividends, while at least two of its 
principal competitors have gone into the hands of 
the receiver. 

To indicate the cost of unemployment, I might 
mention that strikes and lockouts in 1924 cost 
labor $110,000,000.00 and cost employers $30,000,- 
000.00 and cost the public no less ‘than $650,000,- 
000.00, making a total of $790,000,000.00. Account- 
ants can render constructive service to capital, to 
labor, and to humanity by recommending in periods 
of depression that the curtailment of employment 
be shared by all employees, instead of the suffering 
being borne by an unfortunate few. 

4. Improved Methods of Hiring. Another 
way in which accountants can be of constructive 
service is in the preaching and practicing of 
improved methods of hiring. The method of 
hiring in general use today is, in my opinion, 
unscientific and unnatural. The usual procedure 
comprises filing an application blank; obtaining 
references, which frequently mean nothing; a brief 
interview, or two, with the prospective employee; 
a demand of a certain salary, followed by the offer 
of a few dollars less, with the result that relations 
are established on a compromise. In many cases, 
less time is taken in hiring an employee than in 
purchasing a suit of clothes. To attempt in a 
matter of a few brief interviews to appraise the 
value of services which can be expected to extend 
over a period of years, to my mind, is stupid. 
No one would think of purchasing mechanical 
machinery on that kind of basis; then, why should 
it be applied to human machinery? 

In our line of business, we accountants must 
remember that the office boy of today will be the 
senior or supervisor of tomorrow; and the super- 
visor of today will be the public or executive 
accountant of tomorrow; and to build up a success- 
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ful profession, we must begin at the bottom. The 
test of any organization is its ability to perpetuate 


itself, and we are unprotected by any system of. 


indentures. 

In substitution for this method, I would submit 
a plan whereby determination of compensation be 
postponed just as are all the other factors of 
employment. Why should salary be the only thing 
that is definitely determined at these interviews? 
I would submit that an employee’s salary should not 
be determined until he has had an opportunity of 
showing what he can do and of observing the 
requirements and conditions surrounding his task, 
and until the employer has had an opportunity of 
observing the employee’s conduct and of appraising 
the value of his services. 

This plan may appear novel, but I Can assure 
you from experience that it is practical. On a war 


contract in 1917, it became necessary to hire and 


organize in a period of six weeks an accounting 
force of 250 accountants, bookkeepers, clerks, 
cashiers, timekeepers, stenographers, etc., to handle 
the details of construction of an army camp; 
mechanics were being hired at the rate of 600 a 
day, and in six weeks the field force was increased 
from 3,000 to 15,000. During the same period 
$6,000,000.00 of material was received, and in less 
than four months there was constructed a city to 
house 50,000 troops and 12,000 animals. Time 
was not available for long and tedious interviews 
with the employees engaged to keep the accounting 
records. Pay-rolls jumped sometimes $50,000.00 
and sometimes $75,000.00 a week. The peak pay- 
roll was over half a million a week, distributed to 
15,000 employees scattered over 14,000 acres of 
forest; and in a period of four months, the account- 
ing force controlled an expenditure of more than 
eleven million dollars. These are not large figures 
for industry, but the point is that the organization 
was built up, not in years, but in six weeks. 
Words fail me to pay adequate tribute to the 
service rendered, the obstacles overcome, and the 
loyalty displayed. Suffice it to say that not all the 
fighting was done overseas. These 250 office 
employees were engaged on the basis of fixing their 
pay at the end of a week. 

The terms of the improvised hiring contract 
were as follows: 

“Camp Upton, N. Y., Hiring Contract.’? “I am 


authorized by the Government to pay between $20.00 and 
$40.00 a week, sleeping quarters are found and meals cost 


anywhere from 20c to 40c depending on where you eat. 
I assign you to one of my lieutenants, you work for him for 
a week, he reports to me as to your services, I fix your pay. 
If not satisfied you are at liberty to leave. I hope to satisfy 
you because I need more men. Are you willing to start on 
that basis?’’ 
(Signed) J. PRYSE GOODWIN, 
Comptroller. 

It was an experiment born of conditions. It 

proved a success. It met with the employees’ 


approval and co-operation. In fact, at the con- 


clusion of the contract, those who remained 


requested the writer to give publicity to the plan 
so that more employers would adopt it. 
(Continued on page 188) 
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Accounting for a Concern that Manufactures, 
Rents, and Sells Clocks 


Adapted for magazine purposes from the graduation thesis 
of Millard Dalston, Pace Institute, New York 


procedures for an organization that manufac- 

tures, rents, and sells clocks will be discussed. 
No attempt will be made to give a complete 
description of the accounting procedures used. 
However, sufficient material will be given to enable 
the reader to obtain a fairly good knowledge of 
the accounting and other procedures followed by 
an organization of the type under consideration. 

The clocks manufactured are wooden cased or 
metal cased, suitable for offices, factories, stores, 
and store windows. The process of manufacture 
is divided into four parts—the manufacture of 
parts, the construction of cases, the assembling of 
movements, and the assembling of the complete 
clocks. 


[: THIS article, the cost and other accounting 


Manufacture of Clocks 


Parts and cases are manufactured in the parts 
department and the cabinet department, respec- 
tively, or are purchased, and are kept in a central 
storeroom, 

The movement department requisitions the 
material required from the storeroom, assembles 
and numbers the movements, and fills out and 
attaches a tag to each movement. The tag shows 
the movement number—the clocks are known by 
their movement number, the cases are not num- 
bered—the number of beats the movement makes 
per minute, and the number of the manufacturing 
order to which the cost is to be charged. After 
proper testing, the movement is sent to a storeroom 
in the clock department. 

The clock department draws the parts, cases, 
and movements needed; assembles the clocks; 
notes on the tag attached to each movement the 
style of clock and the number of the manufacturing 
order to which the cost is to be charged; and sends 
the clock to the packing department. 

Here the clocks are packed, the designation of 
the style is stenciled on the packing cases, and the 
tags mentioned above are tacked on the outside 
of the packing cases. 

The clocks are then sent to a storeroom for com- 
plete clocks, where they are arranged according 
to style. 


Transfers Between Departments 


A report is made in triplicate by each depart- 
ment, showing the number of movements, cases, and 
parts sent by it to some other department or to 
the storeroom. The copies are forwarded with 


the material. Two copies are signed by the 
person receiving the material. One of these 
copies is returned to the sender, and the other is 
sent to the office. The third copy is retained by 
the department or storeroom receiving the goods. 
These reports are numbered in order that all may 
be accounted for. 


Manufacturing Order 


A set of manufacturing orders covering the 
standard parts, movements, and clocks is issued 
each month. When a special design or style is 
required, a special manufacturing order is issued. 
The order is typewritten in duplicate. The original 
is sent to the factory superintendent, and the 
duplicate, to the cost department. The cost depart- 


ment’s copy is illustrated by Form 1. 


The factory copy of the order is similar to that 
furnished the cost department with the exception 
that the two columns for labor are omitted. 


Requisitions 


Requisitions for material to be taken from the 
stockroom are made out in triplicate by the fore- 
men of the various departments. One copy is signed 
by the man receiving the material; and this copy 
is kept by the stock-clerk for his records. The 
second copy is returned with the material and is 
attached to the manufacturing order for which the 
material was drawn. The third copy is priced 
and is sent to the clerk in charge of the cost 
ledger. He posts it to the cost record (Form 1). 


Datetissucads cise sn oe, IMC fo Order, Now. es. oe. 


Manufacture 


Material Labor 


Requisition Amount 


Description Cost 


Week Ending 


Closed at $ 


ee eet A DDLOV CGins ciara atepaciaie tevdne. aus o 


Form I1—Manufacturing Order 
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No. 
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Form 2—Time Sheet 


Time Records 


The foreman of each department allots the 
work to his men and gives them the number of the 
manufacturing order upon which they are to work. 
Both the workmen and the foreman keep time 
sheets (Form 2) showing the time spent on the 
various jobs. 

When a workman finishes a job, he checks the 
time spent on the order with the foreman. At 
the end of the week the foreman collects the 
workmen’s time sheets, checks and approves them, 
and sends then to the factory clerk. 

The time sheets are then checked as to total 
time with the workmen’s clock cards. The total 
hours spent on each order are then extended and 
the rate per hour applied, and the cost of labor 
spent on each manufacturing order determined. 
The several costs on each time sheet are added to 
show the amount due the workman. This amount 
is proved by applying the rate per hour to the total 
hours worked during the week. 

The amounts due the workmen are then posted 
to their pay envelopes, after which the amounts 
on the envelopes and the totals of the time sheets 
are footed on an adding machine and proved one 
against the other. The envelopes, together with 
the amount of the pay-roll, are then sent to the 
cashier. . 

The pay envelopes are so arranged that each 
side has enough lines to enable the workman to 
sign for his pay the number of times he is paid in a 
quarter of a year. At the end of each quarter the 
amounts paid are footed and carried forward to 
the other side of the envelope or to a new envelope. 
In this way, it is very convenient to ascertain the 
total amount paid each workman during the year. 
This is important because of the requirement of 
the federal income tax regulations demanding that 
a report be made of all payments made to workmen 
who make one thousand dollars or more during 
the year. 

A distribution sheet is made up distributing the 
pay-roll to the various manufacturing orders to 
which it applies. This sheet is proved with the 
total of the pay-roll and sent to the cost department, 
where it is posted to the manufacturing orders in 
columns provided (see form 1). 


Completion of Manufacturing Order 


When the manufacturing order is complete, the 
cost of the material and labor are added together 
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to find the total cost of the order. This amount 
is then divided by the number of units manufac- 
tured on that order to ascertain the cost of each 
unit. 

After the cost of the movements has been 
obtained, the costs, the movement numbers, the 
number of beats per minute, and whether they are 
minute or seconds (a minute movement is one 
without a seconds hand) are typed in the space 
provided on the movement and clock card (Form 3). 

This card gives the complete history of the 
movement, showing when it was made and how 
many times it was shipped out and also the number 
of times it was returned to the factory. 

The manufacturing orders for complete clocks 
show the movement numbers, the cost of the cases 
and parts used, and the cost of labor expended 
thereon. The cost of each case with parts is 
found in the manner explained above, and the 
cost of the various movements is obtained from 
the movement and clock cards (Form 3) and the 
two added together to give the complete cost of 
each clock manufactured on that order. 

After the cost of the complete clocks has thus 
been ascertained, the manufacturing order number, 
the cost, and the style of the clocks are typed on 
the movement and clock cards (Form 3.) 

The stock records, factory ledger, work-in- 
process ledgers, and controls do not differ greatly 
from those used in most factories. Therefore, a 
detailed explanation will not be given. 


Renting of Clocks 


Salesmen are furnished with contract and order 
forms, which are filled out at the time they receive 
subscriptions for clocks. The order shows the 
subscriber’s name and address, the style of clock 
desired, the rental per quarter, and any other 
information that is deemed necessary. The con- 
tracts are filled out in duplicate. One copy is 
retained by the subscriber, and the other is 
forwarded by the salesman to the office with the 
order. 


At the office the contracts and orders are exam- 
ined and classified. The contracts are then filed 
alphabetically. The orders are divided into two 
lots—those requiring a special style of clock, and 
those requiring a standard type. 


The orders for standard clocks are sorted alpha- 
betically according to geographical division and 
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Movement No......... 
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are given to a typist, who fills out a stock requisi- 
tion in triplicate for each order, showing the sub- 
scriber’s name and address and the style of clock 
requested. Two copies are sent to the stock-clerk 
in charge of the complete clocks, and the other 
copy is retained in the office and filed with the 
order. 


The stock-clerk takes from stock the style of 
clock requisitioned, writes the clock number on 
both copies of the requisition, attaches one to 
the packing case, and sends the clock to the 
shipping department. The other copy of the 
requisition is retained by the stock-clerk for his 
records. 


Shipping Procedure 


In the shipping department the name and address 
are marked on the packing case, the bill of lading 
or express receipt is made out, the tag and requisi- 
tion are detached and stamped with the date of 
shipment, and the clock is shipped. 


The tag, the bill of lading or express receirt, 
and the requisition are sent to the office, where 
the movement number written on the requisiticn 
is compared with that on the tag. After this has 
been done, the office copies of the requisition and 
the order are taken from the file and attached to 
the requisition, etc., received from the shipping 
department. A notice of shipment and a copy of 
the bill of lading is then sent to the subscriber. 


The requisition, order, and the like, are then 
turned over to a clerk in charge of the shipping 
book (Form 4), who makes the proper entries 
therein and writes the shipping book number and 
folio on the requisition. 


The style of clock, the subscriber’s name and 
address, the index, and the date of shipment are 
then typed on the movement and clock card (Form 
an 


Rental Collect- 
able for the 
Curent Quarter 


pe $ Subscriber 


oS yoy patie ae 
ment |Name | Address 


Quarter- 
ly Rental 
after 


Posed Amt. 


Form 4—Shipping Book 


Another card called the subscriber’s card (Form 
5) and an addressograph plate are made out. The 
plate shows the subscriber’s name and address and 
the rate of rental per quarter. The addressograph 
plate is filed alphabetically according to district 
and rate of rental. The subscriber’s card is filed 
with other similar cards, but the addressograph 
plate is kept in a separate file until after the end 
of the current quarter. The order, tag, and the 
like are also filed. 
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SUBSCRIBER’S 
CARD 
Name Address 
Movement No. | Style of Clock | Rental Book | Date Installed Rate per 
Index uarter 
Rental Paid Rental Paid Rental Paid 
Date | Amt. | Date} Amt. | Date | Amt. | Date | Amt.) Date] Amt. | Date | Amt. 
Form 5§ 


Return of Rented Clocks 


When a subscription is canceled by a subscriber 
and the clock returned, a return slip is made out 
in triplicate showing the subscriber’s name and 
address, the movement number, and the style of 
clock. The original is sent to the factory with the 
clock, the duplicate is sent to the office, and the 
triplicate is retained by the receiving department 
in pad form. The movement number is listed with 
the movement numbers of other clocks returned 
and the list is checked against the movement and 
clock cards to make sure that none of the clocks 
listed have previously been sold. 


The clock is then sent to the factory. Here it 
is examined, and a report as to its condition is 
made out. The report is made on a special form, 
which shows the movement number, the style of 
clock, whether or not the clock is to be broken up, 
and whether or not any parts are missing. The 
report is sent to the office, where it is checked with 
the duplicate of the receiving slip, and with a list 
that is made up from the notifications of cancela- 
tion received by mail from the subscribers. If 
the factory copy of the return slip is not returned 
to the office within a reasonable time, inquiry is 
made as to the whereabouts of the clock. 


An entry is made in the return book (Form 6), 
and a bill for the rental due is mailed to the sub- 
scriber. The amount due is posted to the proper 
subscriber’s card from the return book, which 
contains a column in which such amounts are 
entered. 

If the clock returned is not to be broken up, the 
value of the clock, as shown by the movement 
and clock card (Form 3), is entered in the clocks 
column. The clock itself is polished and sent to 
the storeroom for complete clocks. If the clock is 
in poor condition, it is disassembled; the case is 
refinished; and the movement and parts are 
repaired. The case and movement are then sent 
to the storeroom. The cost of the repairs is charged 
to a special manufacturing order, which, in turn, 
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is charged to the reserve for depreciation of clocks 
on rental account. The value of the movement, 
as shown on the movement and clock card, is 
entered in the movements column. The value of 
the case and the value of the parts are entered in 
their respective columns at the current cost of 
new material. The current values are used because 
the case and parts are returned to stock, where 
they lose their identity. Only the value of the 
material actually returned is entered in these 
columns. The value at which the clock was sent 
out is entered in the clocks on rental column. 
An amount to balance the entry is then made on 
either the debit or credit side. At the end of the 
accounting period the variation account is either 
charged or credited (as the case may be) to the 
reserve for depreciation of clocks on rental account. 

The addressograph plate of the subscriber is 
then taken from the active file and destroyed. 
A notation of the return is typed on the movement 
and clock card (Form 3) and on the subscriber’s 
card (Form 5), and the return slip is filed. 

At the end of the month the shipping and return 
books are footed, and the debit and credit columns 
are posted to the proper accounts in the general 
ledger. 

Billing Procedure 


As explained heretofore, when a subscription 
for a clock is received, an addressograph plate is 
made out and is kept in a separate file until after 
the end of the quarter. This file, however, is 
arranged in the same order as the main file— 
alphabetically according to district and rate of 
rental. 

The bills sent to the subscribers are printed, 
some showing the amount of rental per quarter, 
and some in blank. The addressograph plates in 
the main file are then run off on the bills showing 
the proper charge. The plates in the new sub- 
scriber’s file are run off on blank bills and the 
amount of rental due is filled in. The total of the 
bills is then ascertained and proved. 

A “memo of rentals due’’ book is kept, which is 
compiled as follows: To the balance shown as at 
the end of the previous quarter, is added the total 
additional rentals per quarter of the new subscrip- 
tions received during the current month as shown 
in the ‘‘quarterly rentals thereafter’? column in 
the shipping book (Form 4). From this is deducted 
the total of the rentals per quarter column, as 
shown in the return book (Form 6). 

This would give the total rentals due, if it were 


PaAac= STUDENT 


November 


not for the new subscriptions received during the 
current quarter, which are for only a portion of the 
time. Therefore, to prove the amount due, as 
shown by the bills, the total of the rental collect- 
able for current quarter column in the shipping 
book (Form 4) is added to the balance of the memo 
of rentals due book as at the end of the previous 
quarter, and the total of the rentals per quarter 
column in the return book (Form 6) is deducted 
therefrom. The resultant figure should agree 
with the total amount of the bills. 

After the bills are proved, the amounts are 
posted to the subscriber’s card (Forms 5, 7). The 
amounts for a full quarter are posted from the 
invoices; and the amounts for a portion of a quarter 
from the shipping book. If desired, the shipping 
book may be posted from time to time during the 
month. The postings are then footed on an 
adding machine to prove that all the items have 
been posted. If the number of subscribers becomes 
voluminous, controls may be set up for each 
geographical division, thus facilitating the finding 
of errors. 


Sale of Clocks 


In addition to the contract and order forms 
already mentioned, the salesmen are also supplied 
with a form of sales order. As sales are made, 
these orders are filled in and forwarded to the 
home office. , 

After the credit department has approved the 
sales, the orders are sorted as to those for standard 
clocks and those for special styles. 

Sales slips are then made out in quadruplicate 
for the orders, and manufacturing orders are made 
out in duplicate for the orders requiring special 
styles of clocks. The originals, together with the 
factory copies of the manufacturing orders, are 
sent to the factory superintendent; the duplicate 
copies of the sales slip are sent to the shipping 
department; the triplicates of the sales slips and 
the cost departments copies of the manufacturing 
orders are sent to the cost department; and the 
quadruplicates of the sales slips are sent to the 
billing department. 

If the clocks are to be drawn from stock, a 
requisition (of different color from the rental 
requisition) is made out in triplicate for each clock. 
Two copies are sent to the clerk in charge of the 


storeroom for complete clocks, who retains one 


and attaches the other to the packing case of the 
style of clock requisitioned and writes the movement 
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number on both copies of the requisition. The 
clocks are then forwarded to the shipping depart- 
‘ment, where they are prepared for shipment. 

The tags and requisitions are detached from the 
packing cases and fastened to the shipping copies 
of the sales slips. The date of shipment is stamped 
on the sales slips, requisitions and tags, and the 
clocks are shipped. 

The shipping copies of the sales slips, the requi- 
sitions, the tags, and the bills of lading or express 
receipts are forwarded to the billing department. 
Their copies of the sales slips are taken from the 
file and attached. . The movement number and 
date of shipment are marked on the billing copy, 
and the invoice and sales book are made out. 

The sales book is a carbon of the invoices, three 
or four invoices being entered on each page. 
A billing machine may’ be used that types the 
invoice and makes the entry in the sales book and 
also foots the sales book in one operation. 

The typist in charge of the movement and clock 
cards takes the sales book at convenient intervals 
and types on the card the date the clock was shipped 
and the name and address of the purchaser. 


Repairs to Clocks Sold 


It often happens that a sold clock is returned to 
be repaired. When this occurs, the movement 
number is looked up to make sure that the clock 
has been sold. After this has been done, a set of 
sales slips, and manufacturing orders, and a special 
tag are made out. The tag shows the owners, 
name and address, the movement number, and 
the manufacturing order number to which the 
cost of the repairs are to be charged. The tag is 
attached to the clock and the sales slips and manu- 
facturing orders are sent through the regular 
routine. 

After the clock has been repaired and shipped, 
the billing is held up until the cost department 
has ascertained the cost of the repairs and figured 
the charge to be made to the customer. 


General Books 


The general books, such as the general ledger, 
voucher register, cash book, and the like, vary only 
in minor details from those of standard systems. 
A detailed explanation of them, therefore, has 
been omitted. 
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Pace Alumni Luncheon 


The monthly luncheon of the Pace Alumni 
Association, held at the Machinery Club, Saturday, 
October 17th, was a most interesting and enjoyable 
affair. The luncheon—the second of the fall season 
—was well attended, and the enthusiasm and the 
good fellowship that have characterized previous 
luncheons were evident. 


In the absence of Mr. J. C. Mayer, Mr. Marks 
led the group singing of a number of unique 
selections. 


Matters pertaining to the business and forth- 
coming activities of the association were discussed 
and acted upon. Mr. Arthur F. Swenson, vice- 
president, occupied the chair in the absence of 
Mr. Henry E. Mendes, president. The nominating 
committee submitted the names of nominees to fill 
the expiring terms of seven governors of the 
association. The following were unanimously elec- 
ted to serve on the board of governors for the 
coming year. Mortimer R. Herrmann; George E. 
Kirby; Benjamin Aaronson; Miss Ethel N. Noden; 
Irving Spenciner; William C. Talley, Jr.; and Alfred 
F. Upson. 


Following the election of the governors; Charles 
T. Bryan, outlined the plans for the annual gradua- 
tion exercises of Pace Institute, New York, which 
are to be held at the Machinery Club on Saturday 
evening, November 14, at eight o’clock. Mr. Bryan 
suggested, on behalf of the Institute, that the 
informal reception and dance, which will follow the 
graduation exercises, be conducted under the aus- 
pices of the Alumni Association. At the close of 
Mr. Bryan’s remarks, the association, by a motion, 
duly made and seconded and unanimously carried, 
pledged its full support to the plan suggested on 
behalf of the Institute. 


Other matters of business were transacted, and 
the financial report of the association was read by 
F. M. Schaeberle, executive secretary. 


Following the business session, Mr. Swenson 
introduced Mr. Homer S. Pace, the speaker of the 
day. Mr. Pace took for his subject “Turning the 
Corner in Transportation.’’ Beginning with the 
development of transportation from ancient times, 
Mr. Pace graphically described its transitory stages 
and the relation of this important economic factor 
to civilization and progress. He discussed par- 
ticularly the possibilities of motor transportation 
and the development of highway freight routes. 
The address was most interesting in character and 
was enthusiastically received by the association 
members. 


The next monthly luncheon will be held at the 
Machinery Club on Saturday, November 21st. 
The members of the 1925 graduating class will be 
the guests of the firm of Pace & Pace at this 


luncheon. 
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The Editor’s Letter Box 


HE following correspondence brings 

out certain usages in the form of 

business letters. In such matters, 

good usage can be indicated without 

condemning practices that aresomewhat 
different. The letters follow: 

“I should appreciate an expression of 
your opinion on the following points 
with regard to the inside address and 
salutation of a business letter, using this 
as an example: 


A. B. JONES, President, 
New York, Telephone Company, 


New York, New York. 


Dear Mr. Jones: 


“It is preferable and/or correct: 
1.. To insert So Mr’ “orate SOs aon 
the first line? 
2. To use only initial panei on the 
first line? 
3. Touse other methods of indentation 
and spacing between lines, when 
a. the body of the letter is 
‘single-spaced? 
b. the body is double-spaced? 
“‘An officer of a company is a former 
judge and is ordinarily addressed as 
‘Judge Smith.’ In such a case, is the 
following form or is some other form 
correct and/or preferable: 


HONORABLE J. C. SMITH, President, 
New York Telephone Company, 


New York, New York. 
Dear Judge Smith: 


“In my judgment, it is both preferable 
and correct to insert Mr. before the 
name of the president or of any other 
official of a company when his official 
designation is given. While Mr. should 
not be used when titles, degrees, and 
the like are given, it should, it seems to 
me, be used in the instance you give, 
since the word ‘president’ merely desig- 
nates the official capacity of the person 
addressed in the company by which he 
is employed. Frequently, the official 
designation is written on the second line 
just before the name of the company. 
The address you give would then 
appear as follows: 


Mr. A. B. Jones, 
President, New York Telephone Co. 
New York, N. Y. 


In this instance, the form does not pre- 
sent a very neat appearance because the 
second line is too long; and when: the 
name of the company is long, it is often 
impracticable to place the official 
designation before the name of the com- 
pany. In such instances, of course, the 
official designation would be placed 
immediately after the name. Whenever 
practicable, however, in my opinion it 
is somewhat preferable to place the 
word ‘president’ or other official designa- 
tion just before the name of the company 


rather than just after the name of the 
person addressed. 

‘‘When the body of a letter is single 
spaced, the name and address should be 
single spaced. If the name and address 
is written without indentions, the para- 
graphs of the letter should likewise 
preferably be written without inden- 
tions. A double-space should be used 
between the name and address and the 
salutation, between the salutation and 
the first paragraph, and between para- 
graphs. The name and address of a 
single-spaced letter should not be double- 
spaced. The following will illustrate the 
form to use when no indentions are used: 


Mr. Arthur B. Jones, 
President, New York Telephone Company 
New York, N. Y. 


Dear Mr. Jones: 


Your lettereme: ; S 


“‘When the body of a letter is double- 
spaced, the name and address should be 
double-spaced. If, however, the name 
and address take up four or more lines 
it would probably be better, for the sake 
of appearance, to single space the name 
and address. The address and the 
beginning of paragraphs of double-spaced 
letters should be indented. The follow- 
ing is given as an illustration: 


Mr. John J. Smith, 
1941 West 91 Street, 
New York, N. Y. 
Dear Mr. Smith: 


Your letter 


“Inasmuch as a person who has held 
a public office or who has retired from 
the Army or Navy usually retains his 
official designation, either by law or by 
courtesy, the form you give in your 
letter, in my opinion, is correct. I 
should not, however, write the name in 
all capital letters, and I should place the 
word ‘president’ at the beginning of the 
second line. The following will illustrate 
what is the preferable form to use: 


Honorable J. C. Smith, 
President, New York Telephone Co. 
New York, N. Y. 


Dear Judge Smith: 


year more and more a force to 
be reckoned with in all kinds of 
businesses. Among other results it helps 
to build or destroy good-will, which is of 
especial interest to accountants. The 
following questionnaire, sent out by a 
man well known in the field of advertis- 
ing, was formulated in order to obtain 
the views of business men in widely 
different lines of work on the six questions 
it contained. 
‘*1, How may the advertisable traits 


A DVERTISING is becoming each 


of a product be determined? 

“2. How may the value of advertising 
be computed, either before or after it 
has been run?’’ 

**3. What is the logical basisformaking 
up an advertising budget? How can I 
obtain a specimen of a model budget? 

“4. To what extent may test methods 
be applied to advertising? 

“5. How should the theme for an 
advertisement be selected? 

“6. Can you suggest how to procure 
an example of a complete advertising 
plan? 

Mr. Homer S. Pace, in replying to this 
questionnaire, gave only, ageneral answer 
to each question. However, we believe 
that a careful reading of these replies 
will be of value to accountants. Com- 
ments on these questions and answers 
will be welcomed by the Editor. The 
answers follow: 

I can not hope to give 
you more ‘than a general answer to each 
question—an elaboration of each answer 
would require many days of work. 

“1, The advertisable traits of a prod- 
uct should be determined by a study of 
the product and a coincident study of the 
mental attitude, shopping habits, and 
purchasing power of possible users. 

‘“‘2. The value of advertising is com- 
puted on the basis of the determination 
of traceable results and by an estimate 
of benefits received that are not capable 
of absolute determination. The diffi- 
culty of making an estimate substan- 
tially correct is so great that businesses 
may be wrecked and fortunes lost 
because of incorrect conclusions; and, 
inversely, fortunes may be made by 
accurate estimates and forecasts. 

**3. The logical basis for making an 
advertising budget is found in the com- 
putations obtained as per the foregaing 
answer, subject to estimates of marketing 
conditions that are likely to exist during 
the life of the budget, with possible 
limitations due to capital available, con- 
ditions of production, and the like. 
I can not tell you where to obtain a 
specimen of a model budget. 

“4, Advertising is always to a con- 
siderable extent experimental—changes 
in style, progress in invention, changes in 
living habits, and the like occur so 
rapidly that advertising results must be 
checked, tested, and estimated from 


month to month and often from day to 


day. The answer to No. 2 has some 
relation to this question. 

“5, This question can not be answered 
in a general way. 
advertisement almost certainly depends 
upon the character of the particular 
product and the history of its production, 
use, and distribution. 

“6. I suggest that you seek to obtain 
from some experienced and successful 
advertising man permission to inspect 
his work. I am sorry I do not have any 
one to whom I can send you for this 


information..”’ 


The theme of an © 
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Howard Abel 


OWARD ABEL, Controller of the 
Brooklyn- Manhattan Transit 
Company, with which he had 

been connected for twenty-two years, 
died recently at his home in Brooklyn. 

Mr. Abel was born in Yorkshire, 
England, in 1869. His ability was so 
marked, and his experience so varied 
that he was in demand by the street 
railway companies of the United States 
and England. He was recognized as an 
expert in the field of public utility audit- 
ing. During his career he held im- 
portant positions with many of the 
greatest corporations in the public 
utility field. He was at one time con- 
nected with the Fox Pressed Steel Car 
Company in England, and after coming 
to this country in 1892 was associated 
with the Chicago & North Shore Railway 
Company. He later became associated 
with the Charles E. Yerkes interests and 
then became Secretary and Treasurer of 
the Northwestern Elevated Railway 
Company and the Lake Street Railway 
Company in Chicago. During the build- 
ing of the underground railway in London 
he was sent to London and became Secre- 
tary and Treasurer of the London 
Underground Railway Company. In 
1903 he joined the Brooklyn Rapid 
Transit Company as Controller, and 
when the company was reorganized in 
1923 he was retained in that position. 
Mr. Abel was also a director of the 
Coney Island and Gravesend Railway 
Company and a member of the Cherry 
Valley Golf Club and the Crescent 
Athletic Club. 


New Ruling, N. Y. 
Board of Regents 


BRIEF statement of the new 
A ruling of the New York State 

Board of Regents with regard to 
qualifying certificates for the C.P.A. 
examinations, follows: 

“After September, 1927, it will be no 
longer possible to obtain the qualifying 
certificate except through attendance 
and graduation from a state-accredited 
four-year high school. To obtain this 
preparation the student will have to 
spend from four to six years (the average 
will be about five years) in night high 
school, attending five nights a week, 
thirty-six school weeks in the year. 

“Until 1928, however, it will still be 
possible to obtain the certificates by 
night study, employing but half that 
time.”’ 


WALTER A. STEGMAN, 4a graduate 
of Pace Institute, New York, was among 
the successful candidates who sat for 
the New York State C. P. A. exam- 
inations. Mr. Stegman is now estab- 
lished at Hartsdale, New York, for the 
public practice of accountancy. 


Samuel Rea 


“An eminent engineer and honored 
by the profession, an authority in the 
art of accounting, clear of vision and 
sound of judgment in the realm of 
finance, Samuel Rea holds a place as 
pre-eminent in the science of railroad 
Management as in the affections not 
merely of those who have been closely 
associated with him but as well of the 
army of which he has been the distin- 
guished commander.”’ 

This excerpt from the minutes adopted 
by the board of directors of the Pennsy]- 
vania Railroad on the occasion of 
Mr. Rea’s retirement from the presidency 
of the Pennsylvania Railroad Company 
will be of interest to many readers. 

It will be noted that accounting is one 
of the two technical qualifications 
mentioned. When a man of Mr. Rea’s 
preeminence in organization and man- 
agement prepares himself to be ‘‘an 
authority in the art of accounting”’ for 
the better execution of his official work 
as president of the Pennsylvania Rail- 
road, the vital relation that the study 
of accountancy bears to success in 
modern business is brought into clear 
relief. 


BRUCE W. DOLD, who graduated from 
Pace Institute in 1924, recently received 
his New York State C. P. A. certificate. 
Mr. Dold is now treasurer of the Inde- 
pendent Wireless Telegraph Company 
of New York. 


G. SCHVASTA, a student at Pace In- 
stitute, New York, is now employed by 
Ogden and Company. Mr. Schvasta is 
a member of Class A5113. 


Mr. VAN DER KOOGH, has accepted, 
through the Pace Agency for Placements, 
a position as bookkeeper with the Pure 
Oil Company. Mr. Van der Koogh is a 
member of Class D-5507 


S. RYAN, Class D5501, is now employed 
as a bookkeeper with the Duro Oil Com- 
pany, New York. 
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Public Speaking Club 


HE first Fall meeting of the Pace 

Public Speaking Club was held 

Wednesday evening, September 
16th, at eight o’clock. The meeting was 
well attended, and great enthusiasm was 
shown by the members in the plans for 
the coming year. 


After the business of the meeting had 
been transacted, a great deal of discus- 
sion took place on the formation of plans 
for the winter. It is hoped that with the 
material that will be forthcoming from 
the fall public-speaking classes, that a big 
dinner can be held sometime in the late 
Fall or early winter, on which occasion 
good speakers will be secured. 


One of the outstanding features of the 
first meeting was the reading of a letter 
by the President, Mr. William Weber, 
from Mr. Gerald Morell, a member of 
the Club, who is managing the campaign 
for James E. Finegan, Republican 
candidate for Comptroller. The Pace 
Public Speaking Club points with pride 
to this achievement, and feels that the 
Club is fittingly represented in the field 
of politics. 

The members of the executive board 
feel that this club offers one of the best 
opportunities for a man to gain confid- 
ence in speaking in public. The members 
of the club act as a group, and they all 
know one another. One of the chief 
assets is that helpful and constructive 
criticism is given by one’s clubmates 
and, in this, every member of the club 
has a chance to participate on an equal 
basis. 


Perhaps the philosophy of the whole 
idea surrounding the aim of this public- 
speaking club can be summed up in the 
words of Thomas Carlyle, the famous 
Scotch writer and philosopher who said, 
*‘Work while it is yet day, for the night 
cometh when no man can work.” 


SAMUEL W. LERER, C. P. A., gradu- 
ate of Pace Institute, New York, wishes 
to announce that he is engaged in the 
general practice of accountancy at 217 
Broadway, New York City. 


Pace Agency 
For Placements, /nc. 


A Distinctive Placement Service 


For Employers and Employees 


Telephone Cortlandt 1465 


30 Church Street 


New York City 
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The Constructive Viewpoint of the 


Accounting Profession 
(Continued from page 180) 


Accountants’ Staffs. Now, let us 
come a little nearer home. I should like 
to talk on constructive service to 
accountants’ staffs. In the last few 
years there has been a remarkable 
improvement in the relations of public 
accountants to their staffs and, in turn, 
a remarkable improvement in the rela- 
tions of accountants’ staffs to public 
accountants. The need of men of high 
technical skill, reccgnition of the wear 
and tear of an exacting profession, the 
mental strain on brain workers, and the 
need of good health and temperament 
in order to obtain longer years of service, 
and better service, have brought about 
improvements ‘of which perhaps the fol- 
lowing might be enumerated: 

1. Manuals for conducting audits, 

investigations, etc. 

. Standard forms cf accounts. 

. Standard forms of reports. 

. Standard forms for verification 
letters. 

. Standard working papers. 

. Improvement in tools and equip- 
ment, illustrated by elimination 
of vivid pink and green rulings on 
columnar working paper and by 
provision of batteries of fountain 
pens and pencils, etc. 

. Staff lectures and staff schools. 

. Aid to staff members in financing 
courses of study. 

9. Written instructions to accountant 
taking charge of new engagements, 
clearly defining his duties and 
responsibility. 

10. Reduction to a minimum of night 
work. 

11. Improvement of office working 
conditions as to light, ventilation, 
and heat, and elimination of par- 
titions, so confining to the eye- 
sight, and giving to the office a 
zoological aspect. . 

12. Periodical vacations. 

13. Constructive and encouraging 
manner of supervision of field 
work. 

14. Constructive and encouraging 
criticism of reports, courteously 
presented. 

15. Realization on the part of those 
in the privileged position of critic, 
of responsibility for exercising that 
privilege with courtesy and tact. 

It is now recognized that the taking 
advantage of privileged positions to 
bully and browbeat subordinates is not 
only contemptible and cowardly, but 
also expensive. To those guilty of this 
vice, it spells loss of respect and popular- 
ity; to the subordinate, it destroys his 
happiness in his work; and to the organ- 
ization, there is perhaps the greater loss 
in destruction of productive power of 
both executive and subordinate through 
the mental disturbance caused thereby. 

A constructive and encouraging man- 
ner in relations with men in the field is 
of greatimportance. A constructive and 
profitable method of handling employees 
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is exemplified by such men as Firestone, 
Ford, and Schwab. That remarkable 
executive, Mr. Charles M. Schwab, says 


“he has never yet found a man who failed 


to respond to praise and, conversely, no 
man can produce his best under criticism. 

Similarly, with regard to reduction in 
night work, which is still all too com- 
mon in the profession and in accounting 
and bookkeeping offices, we are only be- 
ginning to learn the lesson that we can- 
not burn the candle at both ends and 
that excessive night work is offset by 
a relaxation during the following day. 

Men engaged in work that is confining 
cannot stand up under the strain unless 
they enjoy good health. For this reason, 
more attention has been given of late to 
the important subjects of ventilation 
and light. Similarly, no longer do 
accountants and cost accountants go 
out on contracts fortified with nothing 
but a few verbal instructions with conse- 
quent nerve-racking experiences. Man- 
uals, forms, etc., are now regarded just 
as essential a part of an efficient organ- 
ization as is oil to machinery. 

Our fourth caption is: 

D. Constructive Service in Pre- 
vention of Crime. I should like to 
carry your minds now to another and 
entirely different field for constructive 
service by the accountants, and that is 
the field for prevention of crime. 
Accountants, in my opinion, have ren- 
dered and can render great service in 
this field. Figures obtained from the 
1924 annual report of the superintendent 
of New York State Prisons show conclu- 
sively a close relationship between crime 
and periods of prosperity and periods of 
depression. In the period of depression 
preceding the entrance of America into 
the World War, there was a marked 
growth in the inventory of prisoners 
in New York State penitentiaries. From 
the time of our entrance into the war 
until the year 1920, due to expansion in 
business and increase in demand for 
employees of all classes, plus the draft 


system, there was a marked reduction . 


year by year in the inventory of prisoners. 
Following, however, the depression 
which started in 1920, and which has 
continued with certain breaks right up 
to date, the years 1921, 1922, and 1923 
show an annual increase in the number 
of prisoners, and crime today has become 
a subject of national anxiety and alarm. 
You will be glad to know that for 1924 
the prison population shows scme slight 
reduction, due to improvement in labor 
conditions. Those prisoners in which 
accountants are most pertinently inter- 
ested would naturally be accountants, 
bookkeepers, and clerks. Statistics show 
that 5 per cent. of the prisoners in New 
York State prisons at June 30, 1924, were 
of these occupations. There were one 
and a half times as many bookkeepers 
as accountants and nearly five times as 
many clerks as bookkeepers. 

In order of population, this group 
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ranks third, being outnumbered only by 
laborers and chauffeurs. Statistics also 
show that the age of the largest popula- 
tion at the different prisons is somewhere 
between 22 and 27. In other words, the 
average age is very young. According 
to one of the surety companies, in 70 
per cent. of its cases, the crimes are com- 
mitted by employees under thirty. 
Those of us who have had experience in 
auditing or working in financial houses, 
such as banks and brokerage offices, know 
the calibre of the young men employed 
by them; what speed they have in 
advancement, perhaps not always in 
pay, but in duties and responsibilities; 
and the heavy burdens and temptations 
which ,are placed on young shoulders. 
Too often do we find that young 
employees are handling volumes of 
securities and millions in money turn- 
over, with inadequate systems of control 
and inadequate methods of internal 
check, the absence of which creates 
temptation. In the medical profession, 
there has been a marked change in 
recent years. The leaders in that pro- 
fession find they can be of greater service 
to the public by directing their efforts 
toward prevention rather than cure. 
Accountants, I think, might take a leaf 
from the book of this older profession. 
Much can be accomplished by account- 
ants through publicity, advocating sys- 
tems of control for the protection of men 
who are engaged in the handling of cash 
and securities. Theirs is only another 
branch of accounting work; and if we 
accountants, with our higher education 
and wider experience, do not help these 
unfortunates, then who will? Much is 
demanded where much is given, and 
surely this is not only an opportunity 
but an obligation. 

I would go a point further. In industry 
there is now recognized by law a respon- 
sibility on the part of the employer to 
his employee for the hazards of his 
industry, and the result of this recogni- 
tion of responsibility has been that in 
those business pursuits where there are 
physical hazards caused by machinery, 
chemical poisoning, etc., the law has 
forced employers to furnish protection 
in the form of guards, masks, etc. In 
the counting house there are moral 
hazards of theft and speculation corre- 
sponding to the physical hazard in 
industry. To these hazards there are 
moral safeguards that can be applied. I 
believe the time will come, and in our 
lifetime, too, when the law will recognize 
the responsibility on the part of the 
employer for the moral hazard to his 
employee. The judiciary is already giv- 
ing thought to the subject. I quote to 
you the following excerpt from the 
Tribune, giving remarks made by Justice 
Taylor, of New work, when passing 
sentence on a defaulter who had stolen 
some bonds from an investment house: 

“The amazing feature of this case,”’ 
said Judge Taylor, ‘is what it reveals 
concerning the carelessness of financial 
houses in transferring negotiable securi- 
ties. Nearly half a million dollars in 
coupon bonds were carried by two 


unarmed young men, first in the subway | 


and then through various streets in an 
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almost deserted locality. The head 
messenger was an habitual associate of 
criminals. He belonged to a gangster 
club that met in the back room of an 
East Side barber shop. The head of the 
club, known as ‘The Chief,’ was a gun- 
man who served a long term in Sing Sing. 

“Something should be done to stop 
financial houses from putting temptation 
in the way of others. As to crimes of 
this kind, financial houses are to blame 
for making possible the commission of 
crimes. There should be such a thing 
as criminal accountability for the reck- 
less disregard of Our Lord’s words, ‘lead 
us not into temptation.’ The mere fact 
of carrying insurance against theft is no 
excuse for shirking responsibility. 

“This crime nor the West End Bank 
robbery could not have been committed 
had proper safeguards been used.”’ 

These hazards are not restricted to 
financial houses. They relate perhaps 
equally to industry and commerce and 
apply to merchandise as well as to cash 
and securities. 

As accountants, we must educate the 
employer: 

(1) In the moral effect of good systems 

of accounts. 

(2) In the moral effect of the period- 

ical audit. 

(3) In the protection furnished to both 
employees and employer by sys- 
tems of internal check. 

In the application of constructive 
and inductive forces to offset 
temptation. 

By so doing, we will be rendering a 
great constructive service. 

Now I come to my last subject: 

E. Constructive Service in Devel- 
opment of the Accounting Profes- 
sion. There is a large opportunity for 
constructive work on the part of account- 
ants to enlarge and improve the profes- 
sion by supporting the organizations 
that are representative of it. Much has 
already been done, and due credit must 
be given to those who have brought the 
profession to the degree of advancement 
to which it has already attained. 

Due to the progress made in the past 
quarter century, there are today organ- 
izations that embrace each and every 
function of the profession. The principal 
organizations are the American Institute 
of Accountants, the American Society 
of. CAP; A.’s, the National Association 
of Cost Accountants, and the various 
State C. P. A. Societies. 

There are many men qualified to join 
these societies and organizations who 
do not join. Some of them are mal- 
contents. 

Once I*-heard a member of one of these 
organizations say that all he got out of 
the organization was ethics and restric- 
tions that prevented him from develop- 
ing his practice, plus the privilege of 
paying his dues. That is quite possible, 
but why blame the organization? By 
purchasing a railroad ticket, it is possible 
to get only a piece of cardboard; but 
most people have enough energy, initia- 
tive, and common sense to get aboard 
the train, to enjoy a comfortable seat, 
to enjoy the association of traveling 
companions, to enjoy the courtesy which 
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the railroad officials nowadays delight 
in rendering (even the conductors, not 
infrequently, treating one as an equal), 
and to enjoy the scenery through which 
they travel. Is it the organization’s 
fault that all our friend got was ethics 
and the privilege of paying his dues? 
Were he to take the trouble to follow up 
his check and visit the organization 
wherein it is received and interview the 
officials, observe the kind of service 
that they render, the co-operative 
manner and intelligent administration 
that is displayed, then, I am sure, he 
would admit that the cause or the 
blame for his getting nothing more than 
ethics and the privilege of paying his 
dues rests with himself. 

That action and reaction are equal and 
opposite is as true of human nature as 
it is of dynamics. 

We never get out of life more than we 
put in. 

Then again, not only between account- 
ants, but between accounting organiza- 
tions, there exists too often, I fear, a 
spirit of antagonism and jealousy rather 
than a spirit of co-operation. This spirit 
is surely as backward as the narrowness, 
the bigotry, and the intolerance which 
used to prevail between religious sects, 
and which for years has held back the 
Christian Church. Perhaps such destruc- 
tive critics fear the competition of these 
accountants or of their associations. 
I hope to show that their fears are based 
on a false premise. From 1907 to 1911 
I took a vacation from the profession to 
accept a position as treasurer and director 
in the automobile industry. Those were 
the pioneer days in automobiling; the 
Ford was just beginning to appear. All 
automobile men seemed to be obsessed 
with the idea that the Ford car would 
put the higher class cars out of business, 
and my how scared we were. We 
realize now how foolish were our fears. 
Instead of putting higher grade cars out 
of business, the Ford has been the train- 
ing ground for people who, had it not 
been for the cheapness and utility of the 
flivver, would never have owned an 
automobile. Instead of injuring the 
business of the better grade cars, Ford 
users have graduated to these cars until 
to-day there are no less than 17,000,000 
car users, and should one venture on the 
highway on a Sunday or a holiday, it 
would seem that the whole 17,000,000 
were in the same frame of mind. The 
point is that through competition, in 
the briefest period on record, there has 
been established a stupendous industry. 

Instead of criticising the other fellow 
and the other societies and associations, 
we should offer them every assistance 
and co-operation, and by so doing 
increase and enlarge the field for the 
accountant. 

Today, I understand that there are 
not more than 6,000 C. P. A’S in the 
country, 1,000 of whom are said to be 
duplicates of more than cone state, and 
another 1,000 are comptrollers, cost 
accountants, auditors, etc., leaving a 
balance of 4,000 in practice. With a 
population of 110,000,000 the ratio is 
1 to 27,500. In England and Wales 
(I make no reference to Scotland and 
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Ireland for fear of starting an argument) 
with a population of 35,000,000 there 
are, I understand, approximately 9,000 
chartered and incorporated accountants, 
showing an approximate ratio of 1 to 
4,000. There would, therefore, appear 
to be ample room here for expansion in 
membership in the profession, without 
treading on one another’s toes. 

Gentlemen, the opportunity is yours, 
and your duty is to deserve it. 

In the words of the Rotarians, ‘‘He 
profits most who serves best.’’ 

I thank you. 


8 ILLIAM H. COMPTON, 
C.P.A.,a member of the Pace 


Course faculty for many years, 
was recently the recipient of the degree of 
Bachelor of Accounts from Rider College, 
Trenton, New Jersey. 

Mr. John E. Gill, vice-president of the 
college, in conferring the degree said, in 
part, of Mr. Compton’s fitness for the 
degree: ‘“‘In reflecting on your accom- 
plishments in the field of expert and 
higher accounting, taking you through 
Rider College, through a great university 
and through the exacting state examina- 
tions for the degree of Certified Public 
Accountant, I should judge that you are 
accredited with enough units to be en- 
titled to two or three additional degrees. 

“And all thisis saying nothing of your 
enviable reputation as a useful citizen 
and able instructor in your Alma Mater, 
not forgetting your admittedly sound 
judgment in, matters financial and the 
unselfish technical service you are render- 
ing our state as a member of the New 
Jersey State Board of Public Account- 
ants.’’ 


The 
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Association 
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on 


Saturday, Nov. 21st, at 
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The 1925 graduating class will be 
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Tearing Up Spoiled Checks 


Reprinted from the September, 1925, issue of Haskins & Sells Bulletin 


tion, through a protective depart- 

ment which interests itself in the 
prevention of loss from crime, recently 
issued a code of rules containnig advice 
as to the proper preparation and use of 
checks. One of the rules is stated as 
follows: ‘‘Don’t erase. Errors should 
be corrected by writing a new check and 
destroying those incorrectly written.”’ 

There can be no question that the 
practice of attempting to correct errors 
made in checks already written is a 
pernicious one. The correction of an 
error made in writing a check, either by 
erasing or by drawing a line through the 
part erroneously written, offers an excel- 
lent opportunity for further alteration 
by any person who subsequently may 
come into possession of the check. The 
only really safe procedure is to write a 
new check. 

In the light of experience, however, the 
destruction of voided checks is to be 
condemned as offering increased possi- 
bilities in some instances for the perpe- 
tration and concealment of irregularities, 
the detection of which is difficult. 

The negotiation of voided checks as a 
means of improperly withdrawing funds 
on deposit probably is not as frequent as 
the use of various other metheds. This, 
no doubt, is because other ways are easier. 
Nevertheless, it is of sufficiently frequent 
occurrence to make it a factor worthy 
of consideration. 

In many instances checks are voided 
because they have been imperfectly pre- 
pared, with the result that they are ren- 
dered useless for the purpose to which 
they are intended to be put, although 
their general negotiability is not im- 
paired. A dishonest employe coming 
into the possession of such a check some- 
times is able to realize thereon. He may 
then account for the check as having 
been voided and destroyed, make no 
entry of the disbursement in the books, 
and conceal the resulting shortage by 
any one of various manipulations of 
the records. He may cover his tracks 
very effectively by destroying the check 
after it has been paid and returned by 
the bank on which drawn. 

An employe who occupied a position 
as bookkeeper and cashier of a small 
manufacturing concern recently was able 
to misappropriate several thousand dol- 
lars in this manner. His first theft was 
largely the result of an accident. He 
had written a check in favor of a creditor 
of the company, and had procured there- 
on the signature of an official. As he was 
about to mail the check, he noticed that 
he had inadvertently made a mistake 
in the amount. He brought the situa- 
tion to the attention of the official who 
had signed the check, who told him to 
destroy the erroneous check and prepare 
a new one, and to make a notation on 
the stub corresponding to the erroneous 
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check, and opposite its number in the 
cash book, that it had been voided and 
destroyed. ‘ 

It then occurred to the employe to 
negotiate the check himself instead of 
destroying it. Consequently he forged 
the endorsement of the creditor to whom 
it was payable, and obtained the pro- 
ceeds. He did not enter the check in 
any of the records, but accounted for it 
as having been voided and destroyed. 
When he received the next bank state- 
ment, he abstracted the check, which 
had been paid by the bank, and destroyed 
hie 

In order to bring the disbursements 
according to the cash book into agree- 
ment with the payments shown by the 
bank statement, he overfooted the net 
cash and the vouchers payable columns 
on the disbursement side of the cash 
book. He then overfooted in the same 
amount the total column and an expense 
distribution column in the voucher 
register. 

Having succeeded in avoiding discov- 
ery in this instance, he began to repeat 
the operation, intentionally making mis- 
takes in the amounts of certain checks. 
No suspicion was aroused on the part of 
the official whose signature was required, 
inasmuch as the employe allowed a con- 
siderable interval cf time to elapse 
between any two irregular transactions, 
and because he was always careful to 
apologize for his carelessness in writing 
checks. The embezzlement eventually. 
was discovered by accountants during 
an audit, by footing the cash book and 
the voucher register, and by comparing 
the details of disbursements according 
to the bank statement with the payments 
shown by the cash book. 

Aside from _ providing dishonest 
employes with a supply of checks which 
may be negotiated improperly, the prac- 
tice of permitting the destruction of 
voided checks offers an additional means 
of concealing certain kinds of irregulari- 
ties. 

In most cases—unfortunately not in 
all, however—the supply of blank checks 
is controlled, by number or otherwise. 
Consequently, it is necessary under such 
circumstances to account for each check 
used. A dishonest employe who mis- 
apprcpriates funds on deposit may then 
follow only one of two courses in attempt- 
ing concealment. He may record as dis- 
bursements the checks used for the 
improper withdrawal cf funds in bank, 
or he may omit to enter the checks and 
destroy them after payment and return 
by the bank. 

The first method automatically ac- 
counts for the checks used. All that is 
then necessary is to support the cash 
book entries by such data as may be 
required under the circumstances to 
make the disbursements appear regular. 

In many cases, however, defaulters 


desire to obliterate all possible traces of 
their operations. Because of the methods 
of system or audit in vogue, it may be 
considered difficult tc suppcit irregular 
disbursement entries. Because of forged 
signatures, irregular endorsements, fic- 
titious payees, etc., it may be deemed 
unwise to retain spurious checks in the 
files afte: they have served their purpose. 
Consequently the second cou1se may be 
pursued, namely, that of making no 
record cf the irregular disbursements, 
destroying the fraudulent checks after 
they have been returned by the bank, and 
concealing the shortage by manipulating 
either the bank reconcilement or the 
cash book. 

In the latter contingency the fact that 
certain checks are missing remains to be 
explained. A favorite way to accomplish 
this result is to account for missing 
checks as having been voided and 
destroyed. Where it is known to be the 
practice to destroy checks, this explana- 
tion may appear entirely reasonable, and 
it may be difficult to determine that such 
is not the case. 

The supply of blank checks should be 
controlled by number, and all numbers 
accounted for. The practice of having 


blank checks made up in pads, leaving 
the number and depository to be filled 
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in when a check is issued, furnishes dis- 
honest employes with a ready supply of 
blank checks by which to misappropriate 
funds to their own use. 

A control cannot be effective if the 
destruction of voided checks is permitted. 
Where such is the case, there is no tang- 
ible evidence to support a statement that 
a certain check is missing because it was 
never issued. The door is open for the 
negotiation of checks presumably de- 
stroyed. The Opportunity exists for 
concealing thefts of blank checks to be 
used for fraudulent purposes. 

Consequently there should be a rule in 
every office requiring voided checks to 
be retained in the files. When it is neces- 
sary to cancel a check prior to issuance, 
the check should be mutilated by tearing 
or cutting off the signature. If a check 
book is used, the voided check should be 
pasted onto the corresponding stub. If 
padded checks are used, it should be 
filed with checks returned by the bank. 
This procedure prevents unauthorized 
negotiation of the check, and nullifies 
the magic of the word “‘void”’ in conceal- 
ing thefts of blank checks. The voided 
check is available at all times as a visible 
evidence of what has occurred. 

Another method of disposing of voided 
checks which sometimes is used is that 
of endorsing and depositing them in the 
concern’s own bank account. While this 
method has the merit of providing for 
the retention of voided checks, it is 
nevertheless a loose way of handling the 
situation. It inaugurates the policy of 
allowing checks to be paid incompletely 
endorsed, and opens up the way to other 
kinds of embezzlement. 

_ Some safeguards which incur expense 
do not compare in effectiveness as precau- 
tionary measures with this one of pre- 
serving voided checks, which costs noth- 
ing and may save thousands of dollars. 

The American Bankers Association 
might well change the rule in question, as 
follows: ‘Don’t erase. Errors should be 
corrected by writing a new check and 
preserving those incorrectly written, 
removing the signature and either pasting 
the voided check onto the corresponding 
stub, or filing it in numerical order with 
checks returned by the bank.” 

A voided check is as good a voucher in 
support of its non-use as for the proper 
withdrawal of funds from bank.—Re- 
Printed from the September, 1925, 
issue of the Haskins & Sells Bulletin. 


MOUNT & WELLS, accountants and 
auditors, announce the formation of a 
partnership for the public practice of 
accountancy, with offices at 7 De Kalb 
Avenue, Brooklyn, and 50 Church Street, 
‘New York City. Mr. Mount is a former 
student of Pace Institute, New York. 


B. E. HUNSINGER, formerly head of 
the Staff Division of the Income Tax 
Unit, Bureau of Internal Revenue, 
announces that he has entered federal 
tax practice, and will be associated with 
John T. Kennedy, tax counsel of the 
firm of Owen & Beller, attorneys at law. 
Mr. Hunsinger is a former student of the 
Pace Course. 
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Field Trips 


IELD trips to many of the fac- 
tories of the largest and best- 


known organizations in the metro- 
politan district have long been a feature 
of the work of Pace Institute. This 
year, more than ever before, trips to 
these model industrial plants are forming 
an important link in the educational 
program of the Institute. There are 
several reasons for this. Many students, 
even those who were born and rasied in 
this city, one of the greatest manufac- 
turing centers in the world, have small 
conception of the basic principles that 
underlie industrial operations. Many, 
in fact, have never been inside a factory. 
To illustrate to the students the theories 
taught in the classroom, the Institute 
feels that nothing can take the place of 
seeing actual operations whether they 
are in a biscuit factory or in an oil 
refining plant. Even though one may 
be fortunate enough to be employed in 
a large industrial concern, his observa- 
tion is likely to be limited to one par- 
ticular phase of factory work. In 
carefully supervised field trips, however, 
one gains a first-hand knowledge of 
many different types of factory opera- 
tions and _ industrial organizations. 
Whenever it is possible, students are 
taken through the factory in small 
groups so that each member may ask 
questions and receive the individual 
attention of the instructor. 

The Brooklyn plant of the American 
Sugar Refining Company was the first 
place to be visited this year. Mr. Myer, 
of the faculty of Pace Institute, person- 
ally conducted the group in its observa- 
tion of the various operations of the 
refinery on Wednesday, September 30. 
He ‘was ably assisted by the guides 
furnished by the American Sugar Refin- 
ing Company. 

The group started their trip through 
the factory at the receiving department 
where the raw sugar is received in bags 
from the sugar plantations. At this 
first step, the process of inspection 
Starts. Every bag must be of the right 
grade, and must contain only raw sugar 
—not sand or other extraneous matter. 
The next step, weighing the sugar, is 
very important and must be carefully 
done because the raw sugar contains a 
great deal of moisture, which is likely 
to vary the actual weight. The raw 
product is then carried through the 
actual processes of refining. This 
sequence includes boiling and filtering, 
during which the impurities, which, in 
the raw material, cause the dark color, 
are removed. The purified product is 
then made into the different grades of 
fineness, from confectioners’ finely ground 
sugar to the ordinary coarse granulated 
variety. The final steps in preparing 
the sugar for the consumer are completed 
in the packing department, where each 
variety is packed in bags or cartons, 
and is then crated. 

Mr. Myer also conducted a group of 
students through the Long Island plant 
of the Loose-Wiles Biscuit Company. 
There the students observed, at first 
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hand, the processes of handling the raw 
material, of manufacturing, and of 
packing and shipping the Loose- Wiles 
products. 


Society of C.P. A’s 


of New Jersey 


HE Society of Certified Public 
Accountants of New Jersey held 
an all-day-and-evening conference 
at the Robert Treat Hotel, Newark, 
New Jersey, on Thursday, October 6th. 
A wide range of subjects, of interest 
to all accountants, was covered by the 
speakers, who included John T. Kennedy, 
LL. B., the Honorable John Warren, 
Homer S. Pace, C. P. A., the Honorable 
Charles M. Mason, and the Honorable 
Franklin W. Fort. 

Discussions of regulatory legislation 
for the public practice of accountancy 
filled the morning session of the meeting, 
At the afternoon session, John T. 
Kennedy, formerly of the Committee 
on Appeals and Review of the Treasury 
Department, spoke on taxation. In 
referring to the work of the tax unit in 
Washington, Mr. Kennedy showed that 
the government attitude of mind, which 
favored dodging responsibility, caused, 
in part, the difficulty encountered in 
obtaining decisions favorable to the 
taxpayer. Education, pointed out Mr. 
Kennedy, is necessary if the tax-paying 
public is to become familiar with the 
administrative policies of the tax unit. 
Such education would not only simplify 
the work of the government agents, but, 
he said, would probably result in a 
saving for the individual taxpayer. 
Mr. Kennedy, because of his work in 
the unit, was ably fitted to bring out the 
fine points of procedure that now prevail 
before the Board of Tax Appeals. 


The accounting and legal aspects of 
building and loan associations formed the 
basis of a talk by the Honorable John 
Warren, formerly president of the New 


Jersey League of Building and Loan 


Associations. Many interesting opinions 
were voiced in the general discussion 
that followed Mr. Warren’s address. 

“Vitalizing the Accountant’s Report,”’ 
by Homer S. Pace, C. P. A., was a short 
talk on the political aspects of report- 
making. Mr. Pace made the point that 
the accountant’s report was a formal 
presentation of facts and opinions 
rather than a rhetorical essay, and was 
prepared as a matter of record, which 
limited to a great extent the literary 
style that could be employed. 

Timely speeches by the Honorable 
Charles M. Mason and Franklin W. 
Fort were well received by the members. 
Mr. Mason spoke on the work of the 
bankruptcy court; Mr. Fort talked 
about the accountant’s relation to sound 
banking. 


OSCAR I. KOKE, C. P. A. (Ore.-Mich.) 
and JAMES G. BRIGHT, formerly 
Deputy Commissioner of Internal Rev- 
enue, Income Tax Unit, announce their 
association in general accounting and 
tax practice under the firm name of Koke 
& Bright. 
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The Issuance of the C.P.A. Certificate 


The requirements ofthe 
State of New York for the 
issuance of the C. P. A. cer- 
tificate, will be of interest to 
many Pace Student readers. 
The articles is reprinted from 
the. annual yearbook of the 
New York State Society of 
C.-P. A.’s.—THE EDITOR. 


Board of Examiners. The Regents 
of the University appoint, from those 
holding their certificates as _ certified 
public accountants, a board of three ex- 
aminers, one of whom is appointed each 
year to serve three years, to examine 
under the Regents’ rules, persons apply- 
ing for a certificate under the laws of 
1896, Chapter 312, as amended, to regu- 
late the profession of public accountants. 

Examinations. Two examinations 
of five sessions each shall be given an- 
nually, at which duly qualified applicants 
shall be examined in the following sub- 
jects during the times indicated: theory 
of accounts, 3 hours; practical account- 


ing, two sessions of three hours each, 6° 


hours; auditing, 3 hours; commercial 
law, 3 hours. The specified four subjects 
must all be taken at the same semi- 
annual examination; provided, however, 
that if a candidate fail in one of the four 
topics only, he may at a subsequent 
examination by passing this subject 
obtain the certificate. 

Places and Times for Examina- 
tions. Applicants will be duly in- 
formed of the places for examination, 
which shall be held in New York, Albany, 
Syracuse and Buffalo, and be given at 
times to be fixed by the Education 
Department. 

Preliminary Education Required. 
Except as provided in Section 435, a 
certificate as a certified public account- 
ant will be issued only to those who, in 
addition to meeting the specific require- 
ments of the law, have approved pro- 
fession qualifications and, as part thereof, 
hold the Regents’ academic diplomaor fur- 
nish satisfactory evidence of having an ac- 
cepted equivalent preliminary education. 

Professional Requirement. A can- 
didate must present satisfactory evidence 
of five years’ satisfactory experience in 
the practice of accountancy, at least 
three of which must have been com- 
pleted prior to his admission to the 
written certified public accountant ex- 
amination, and at least two of the five 
years’ experience shall have been in the 
employ of a certified public accountant 
in active practice, in no less grade than 
that of a junior accountant or the equiva- 
lent thereof. Two and one-half years’ 
experience in the United States Army 
during the World War may be accepted 
as equivalent to six months’ experience in 
the office of a certified public accountant. 


All applications for admission to an ex- 
amination must be filed with the Pro- 
fessional Examinations Bureau of the 
Department at least 20 days prior to the 
date of the examination in order that the 
experience claimed may be verified. 

Examinations Waived. A citizen"of 
the United States, residing in or having a 
place for the regular transaction of busi- 
ness in this State, who has personally 
practiced for three years as a certified 
public accountant in another state under 
a license or certificate earned by passing 
the regular written certified public 
accountant examination in that state, 
may, upon evidence that such written 
examination of the other state was of not 
lower standard than that required of 
applicants in this State and upon 
recommendation of the Board of Certified 
Public Accountant Examiners, receive 
from the Board of Regents a certificate 
as a certified public accountant without 
examination, provided the applicant has 
the academic education specified in 
section 426 of the Regents rules. The 
fee for the indorsement of the certificate 
shall be $25, the same as that for the 
issuance of a certificate in this State. 

Certification by Indorsement. 
Under this provision of the statute the 
certified public accountant certificates of 
the following state examining board, 
earned upon examination, may be in- 
dorsed if all other requirements of the 
New York statute have been met. This 
means that the candidate must present 
qualifications which actually entitled him 
to admission to the examination in the 
State of New York, if his certificate from 
another state is to be indorsed. Such 
candidate must pay the fee of $25. The 
date following the state is that of the 
Regents’ action approving the agree- 
ment: Michigan, March 27, 1919. 

Any duly qualified and reputable 
certified public accountant of any other 
state who received his certificate as the 
result of having passed an examination 
conducted by a legally constituted board 
of examiners of certified public account- 
ants, maintaining a standard for such 
examination not lower than the New 
York standard, may make application to 
the Board of Regents for indorsement of 
his certified public accountant certificate 


for recording as a license to practice in the 
State of New York, such application to be 
addressed to the Board of Regents and 
forwarded to the Secretary of the New 
York State Board of Certified Public 
Accountant Examiners; the application 
to be made upon a blank furnished by the 
State Department the same as though 
the applicant were making application 
for admission to the certified public 
accountant licensing examination and to 
be accompanied by a recent certified 
photograph of the applicant, the statu- 
tory fee, letters testimonial as to the 
character and experience of the applicant, 
evidence of his good standing in his state 
and local society and approval of the 
application by the state board of examin- 
ers of the state in which the applicant 
resides, provided that the applicant has 
had at least one year’s practice in the 
state in which he resides after having 
earned his certificate in that state. 

Fee. The fee for an examination and 
certificate shall be $25 to be paid upon 
applying for admission to the professional 
examination. Such application should be 
made at least 10 days prior thereto at the 
Education Department at Albany, and 
be accompanied with evidence of due 
compliance with the other requirements 
of the law and of the Regents’ rules. 
Suitable blanks and instructions will be 
furnished by the Department to intend- 
ing applicants, upon their timely request. 

All correspondence relating to the 
details of certified public accountant 
examinations should be addressed to 
the Chief, Professional Examina- 
tions Bureau, State Department of 
Education, Albany, N. Y. 


Courses were successful in passing — 

the C.P.A. examinations of their 
native state. Of these, three were 
students in the San Francisco Institute 
of Accountancy. The fourth was an 
Extension student who passed the exam- 
inations after studying only the first 
three semesters of the Pace Course. The 
students were Russell Harper, Charles 
Parlier, and Ross L. Perkins, of the San 
Francisco Institute of Accountancy, and 
H. S. Beatie, of the Extension division, 
Pace Institute, New York. 


Bcc: California students of the Pace 


Graduation Exercises 


The annual graduation exercises of Pace Institute, New 
York, will be held this year at the Machinery Club, Hudson 
Terminal Building, 50 Church Street, New York, on 
November 14, at8 P. M. An informal reception and dance, 
under the auspices of the Pace Alumni Association, will 
follow the graduation exercises. 
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